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PREFACE TO SECOND EDITION 

SECOND PRINTING, REVISED 

The basic principles of the accounting systems discussed 
in this book have not changed in the few years since the 
issuance of the second edition. The experience gained from 
the depression which followed the excessive business activi- 
ties of the latter years of the last decade brought about the 
passage of many laws affecting the social, political, and eco- 
nomic life of the nation. Many of the new laws and edicts 
of newly created as well as older regulatory bodies have had 
a profound effect in the field of accountancy. 

These legal requirements and the orders of commissions 
having regulatory powers over accounting practices have 
accentuated the tendency to standardize accounting methods 
in the various fields. The systems discussed in this book have 
not been immune from this tendency. Building and loan 
association accounting is being influenced by the standardized 
practices of the Federal Savings and Loan Associations; 
insurance company accounting centers around the require- 
ments of state reports; banking and brokerage practices 
have been restricted by regulations of the Federal Reserve 
Board and the Securities and Exchange Commission. A 
new account classification for gas companies has been issued 
by the National Association of Railroad and Utilities Com- 
missioners, and the classification of accounts for steam rail- 
roads has been revised. 

In this revised printing no change has been made in the 
basic method of presenting the accounting principles applica- 
ble to the systems discussed. The new laws and regulations 
affecting accoimting practices have been noted, changes in 
accoimt classifications have been introduced, and some 
alterations have been made in statistical data. All sections 
of the book, with the exception of the section on municipal 
accoimting, have been revised. 
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MODERN ACCOUNTING SYSTEMS 

CHAPTER I 
INTRODUCTION 

Many of the leading accountants of the country in 
public an(h private practice have commented upon the im- 
portance of a knowledge of industry and industrial processes 
to the accounting officer. To the business man and the 
student of accountancy also, this knowledge is of primary 
importance. A thorough imderstanding of a statement of 
any type of business without a familiarity with the nature 
of its organization and operations is well-nigh impossible. 
It is hardly necessary to state that a knowledge of accoimting 
principles in all of their uses is absolutely essential for any 
accounting work. A knowledge of industry may be likened 
to the materials with which the accountant deals. To these 
materials he applies the tools of his profession, accounting 
principles. These tools are useless if there is no material to 
which they can be applied. The purpose of this book is 
to study the application of accounting principles in detail 
to various types of industry; the problems involved have 
been classified in the order of their increasing complexity. 
In the first place, financial institutions, depending as they 
do largely upon the use of a cash book, present the simplest 
form of accounting from the standpoint of the books required. 
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Any business whose operations are confined to the receipt 
and disbursement of cash; will have an accounting system 
built aroimd the cash records recording the details of all 
receipts and disbursements. 

In this group, marked variations in accounting methods 
will be foimd, and four types of financial institutions will be 
studied, namely, building and loan associations, insurance 
companies, both life and fiire, banking institutions, and 
brokerage establishments. The accounting activities of a 
building and loan association are confined to the recording 
of its transactions in a cash book. The cumulative totals 
of the cash book furnish the bulk of the information for the 
annual report of the association. The next type of financial 
institution discussed is the insurance company; this section 
is divided into two parts, the first of which deals with fire 
insurance, and the second, life insurance. The accounting dis- 
tinction between these two divisions of insurance is not so 
much one of books and records required, as of the calculation 
of reserves. Insurance company transactions are recorded 
through cash books and appear in the annual reports, as 
Statement of Income and Disbursements.” This statement 
does not, however, include a record of the amoimts received 
and disbursed in those cases in which the result is solely an 
exchange of one asset value for another. While the princi- 
ples of cash receipts and disbursements apply, therefore, in 
the insurance business, yet by reason of the automatic exclu- 
sion from the Statement of Income and Disbursements ” 
of amounts received and disbursed for capital purposes and 
the existence of important liabihties which are not reflected 
in the books, the principles underlying insurance accounting 
are necessarily somewhat different from those which have 
been discussed in the case of building and loan associations. 
The third type of financial institution is the bank. The 
cash book in this case is used to record all transactions irre- 
spective of whether they represent items of income and ex- 
pense or those dealing with assets and liabilities. The essen- 
tial difference between the books and accounts of a bank 
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and those of a building and loan association or an insurance 
company, lies in the fact that in the case of a bank, the gen- 
eral ledger is just as much a necessity as is the cash book 
itself. We might consider the books and records of a bank 
as fulfilling the absolute requirements of debit and credit, 
and representing practically the perfection of a system 
involving cash book and ledger, wherein all items affecting 
any of the accounts are posted to the ledger from the respect- 
ive sides of the general cash book. A brokerage establish- 
ment, the last of the financial institutions to be discussed, 
handles another commodity besides cash. The operations 
of such a business, consisting of the handling of money on 
the one hand and of securities on the other, have a marked 
influence upon the accounting system. The recording of 
the receipts and disbursements of cash appears in what 
might be designated as a cash book, but which in brokerage 
accounting is known as the blotter. Not only must the 
accounting system provide for the recording of financial 
transactions, but also for the recording of security transac- 
tions. In the case of the cash transactions the rule of debit 
and credit definitely applies, and this principle is of course 
reflected in the general ledger, which is self-balancing in 
that the total debits must equal the total credits. In the 
case of the security transactions recourse is had to a rule 
known as the long and short rule, namely, for every long 
there must be an equal and corresponding short, and the 
sum of all the longs must equal the sum of ^11 the shorts. 
While brokerage accounting is essentially financial in char- 
acter, it may be said to represent a transition between the 
financial group and the merchandising group, which will 
now be considered. 

In the merchandising group, which comprises retailers, 
wholesalers, department stores, and branch stores, the 
accounting system is again dependent upon the character- 
istics of the business. It has just been seen that the stock 
broker divides his accoimting system into two parts, cash 
transactions and security transactions. In the merchan- 
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dising group provision must be made for three divisions. 
The first of these deals with the recording of merchandise 
purchases, the second, the recording of merchandise sales, 
and the third, the recording of cash receipts and disburse- 
ments. Each of these three units of the accounting system, 
in the large organizations, is handled by a distinct depart- 
ment. Since every problem of the retailer, the wholesaler, 
and of branch store management is found in the department 
store, it has been selected as the best illustration of the 
accoimting problems of this particular group. 

In the third or manufacturing group, the production of 
the finished article is the main piupose of the business organi- 
zation. All purchases are classified. Labor is applied :o the 
material and the result is a finished product which is sold 
to the jobber, the retailer, or in some instances direct to the 
consumer. The accounting system of a manufacturing busi- 
ness consists, therefore, not only in the accounting for sales, 
and receipts and disbursements of money, but on the pur- 
chase side it must provide a proper accounting for the ele- 
ments entering into the cost of the finished product — 
material, labor, and indirect expenses. For the reason that 
a company engaged in the production of gas for heating and 
lighting purposes furnishes a good illustration of the manu- 
facturing processes involved, and, in its accounts must con- 
form to the requirements prescribed by public service com- 
missions, gas companies have been selected as best suited 
for our study. 

It is only a step from the gas company and its problems 
to the public service corporation. Public service corpora- 
tions constitute a group in themselves. Since they render 
a definite service to the community, the costs of this service 
must be classified and provided for in two main groups of 
accounts, the first relating to maintenance cost, and the 
second to operating expenses. A railroad company fiumishes 
a good subject for study as a type of the public service 
group. Although the railroad business is one of immense 
volume and great detail, its accounting problems are simpli^ 



INTRODUCTION 


5 


&(Bd by an effective auditing control and by the summarizing 
of information for journal entries. The control over railroad 
rates by the Interstate Commerce Commission has given 
rise to a uniform classification of accounts and to uniform 

t 

financial and operating statements. 

The various organizations discussed up to this point 
have been those organized for profit. Such organizations 
involve the investing of capital for the purpose of earning 
a profit. The next group, called the public accounting 
group, is made up of those organizations which are not 
operated for profit. It includes hospitals, fraternities, social 
and religious associations, national governments and their 
political subdivisions. Accounting in the public group cen- 
ters around a budget. The accounting system of the muni- 
cipality, which has been chosen as representative of this 
group, has in many cases reached a state of high develop- 
ment. This statement unfortunately cannot be made in 
connection with many charitable and educational institu- 
tions, and fraternal, religious, and social organizations. 
There is no reason why all of these cannot employ advan- 
tageously the principles used by municipalities. In this 
connection it is interesting to state that the budget, which 
serves as the basis for all government activities, has been 
recommended by commercial concerns, and it may not be 
many years until the old distinctions existing between the 
accounting systems of public and private concerns are 
entirely eliminated. 

In each system to be studied, emphasis will be placed 
upon the accounting features peculiar to each business. The 
text is not intended to be a manual of procedure, nor does 
it aim to give to the reader a minute knowledge of the 
^^why^^ and “how^’ of every accounting problem which 
might arise. 

The accounting student, the practicing accountant, and 
the business man, in whatever line of endeavor he may be 
placed, will, it is felt, be benefited by a study of the con- 
tents of this work. An effort has been made to show the 
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man with a general knowledge of the principles of accounting 
how to apply' these principles to the problems of typical 
organizations. It is hoped that all the discussion and 
analysis of actual accounting practice will be readily 
wderstood. 
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BUILDING AND LOAN ASSOCIATIONS 

CHAPTER II 

« 

PURPOSES AND ORGANIZATION OF BUILDING AND 

LOAN ASSOCIATIONS 

The important r61^ played by the building and loan 
association in the United States is not generally known. 
We are prone to look upon savings and other banks as the 
institutions which are responsible for thrift among our 
people. A glance at the statistics covering building and 
loan associations will readily bring home the tremendous 
influence exerted by these organizations. 

In 1893 there were 5598 associations in existence in the * 
United States. Their membership totaled but 1,359,366, 
while their assets were $473,137,454.^ 

During the year 1908-'1909 the number of associations 
was 5599 while the membership increased to 1,920,257 
and the assets increased to $784,175,753.^ 

In the year 1935 there were 10,534 associations, state and 
federal. Membership totaled 7,059,567 and assets aggre- 
gated $5,888,710,326.3 

^ Report of the Commissioner of Labor, 1893. 

* Proceedings of the Seventeenth Annual Meeting of the United States 
League of Local Building and Loan Associations, 1909. 

•Report of Secretary, Forty-fourth Annual Convention of the United 
States Building and Loan League, October, 1936. 

7 
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Nature of Building and Loan Associations 

A building and loan association is a co-operative organi- 
zation operated for profit. The trend of court decisions, 
however, has been to regard such an association as a 
partnership with corporate rights. An association of this 
character is composed of a constantly varying number 
of individuals, who are termed members or shareholders. 
In order to become a member or shareholder it is neces- 
sary to subscribe to the stock of the association, the pay- 
ments being made in small instalments called dues. The 
members pay these dues into the treasury at fixed intervals, 
usually to serve as the basis for loans to those shareholders 
who may desire to purchase real estate. 

Purpose 

The basic purpose of a building and loan association 
is to help individuals either to save money or to borrow 
money at a fair rate of interest, or both. The banding 
of individuals into a mutual association makes possible the 
accomplishment of this purpose with greater benefits than 
would be probable imder individual initiative. An individual 
usually cannot accumulate enough money to purchase a 
home until a long period of years has passed. Generally 
the money cannot be borrowed from a financial institution, 
for the individual has no collateral to offer as security for 
the loan. If, however, imder the building and loan plan a 
person is advanced the money and is given a long enough 
period over which to repay the loan togethW with the 
interest, the ultimate ownership of real estate by the indi- 
vidual becomes relatively easy. This is made possible for 
the person with small resources through these associations. 
Each member pledges to pay into the treasury a given 
amount of money at stated times with the understanding 
that the sums collected are to be loaned to members for 
the purchase of real estate, which is to serve as collateral 
security for each loan. The borrowing member in turn is 
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called upon to pay, in addition to his dues, a fixed rate of 
interest and oftentimes a premium for the use of the 
money. The net profit derived from such a transaction is 
distributed among all the members of the association. 

The opportunity afforded for systematic saving with a 
profitable rate of return serves as an incentive for non- 
borrowing members to join a building and loan association, 
for each member of the association, whether a borrowing 
or a non-borrowing member, benefits directly by the co-op- 
erative plan. 

Building and loan associations, moreover, serve a public 
as well as a private purpose. They have had a stabilizing 
effect on communities, for the ownership of a home is gen- 
erally productive of good citizenship and high economic and 
social ideals. The numbers who have purchased homes 
through such associations are countless. Likewise many 
persons have been led to save goodly sums of money through 
membership in these societies. 

Investments in building and loan associations, in most 
instances, have proved to be safe and profitable ones, and 
the mutuality of the plan has been conducive to a strict 
adherence to the rules of the association on the part of the 
members. The plan of systematic payments has encouraged 
members to exert every effort to meet obligations as they 
fall due. Furthermore, the desire to “clear the home^’ 
assures the association of regularity of payments by most 
of the members. 

Building and Loan Associations Differentiated from Other 
Corporations 

The very nature and purpose of a building and loan 
association requires that stock purchased by members be 
paid for in small weekly or monthly instalments imtil such 
time as the amoimts paid in plus the apportioned earnings 
equal the par value of the stock. Such a condition does 
not exist in the ordinary corporation since a shareholder 
must pay for his stock .upon purchase or within a relatively 
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short period of time. In the building and loan association 
earnings are accumulated rather than paid out as dividends 
each year. These earnings are apportioned among the 
shareholders on the books of the association. These earnings 
plus the dues paid in are accumulated until they equal the 
par value of the stock. In the ordinary corporation, earn- 
ings are paid out as dividends either in the form of cash 
or stock. 

Another point of difference is that building and loan 
association stock is canceled when fully paid. In other 
corporations the stock is issued only when fully paid. In 
the former case full payment means that the stock goes out 
of existence. In the latter case full payment means that 
the stock comes into existence. A further distinction that 
should be noted is that, in a building and loan association, 
capital stock consists of total dues paid in plus net profits, 
and is a constantly varying amount from month to month. 
In the ordinary business corporation the capital stock is 
usually fixed in amount. Finally, it may be stated, that the 
average building and loan association will cancel a member’s 
stock in case of his desire to withdraw and will pay back 
to him the ^ Withdrawal value” of the stock. In any other 
corporation withdrawal is accomplished by the sale of stock 
to others. 

Types of Building and Loan Associations 

1 Terminating Plan . — The first buildiag and loan asso- 
ciations in this country of which we have any record were 
formed over a century ago. They were of necessity very 
small, and restricted to the communities in which they were 
formed. Funds available for loaning were limited and as a 
result profits could not accrue very rapidly. The members 
were to enjoy the privileges of the association over a fixed 
period of time, at the end of which the association was to 
cease to operate. In many instances associations were 
started with insufficient numbers and it became necessary 
to seek new members. But where the benefits to be derived 
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from membership in associations became ^eneplly known, 
others applied for membership. In order to meet both 
situations, rulings were passed by members permitting out- 
siders to join, provided each applicant paid into the associa- 
tion an amount representative of the book value of the 
stock. Thus the earliest type of building and loan associa- 
tion, by issuing shares at a stated time and by compelling 
a person joining at a later date to payj[in an amount equal 
to the book value of the purchased shares, maintained uni- 
form values for all shares of the association. 

A weakness of associations fashioned on the terminating 
plan was that any person desiring to become a member after 
the inception of the association was obliged to pay in a 
sum equal to the book value of each share subscribed to, 
in addition to incidental fees.. This often proved a hard- 
ship on persons of average means and often discouraged 
membership. Another drawback was encountered with 
respect to loans. After the association had been in opera- 
tion for a few years it became difficult to make loans because 
the borrower would be allowed only a relatively short period 
of time before the termination of the association for the 
repayment of the loan. This resulted in the accumulation 
in the treasury of funds which were difficult to invest and 
which therefore were not earning profits for the association. 
Consequently the time required for the stock to reach the 
maturity value was considerably prolonged or else the asso- 
ciation was obliged to dissolve before the maturity value 
had been reached. The fact that it was not until another 
plan had been devised that the rapid growth in the number 
of building and loan associations took place, proved conclu- 
sively that the advantages of the terminating plan were not 
all that were desired. 

2. Serial Plan , — The idea of issuing stock in series at 
stated intervals was evolved to correct the shortcomings of 
the first type of association. The plan was an elastic one 
which provided for continuity of operation so long as new 
series were issued. Each association determined on the 
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interval at which series were to be issued. Some adopted 
a quarterly basis, others a semi-annual, still others an annual 
basis, for the issuance of new series. Each share of stock in 
a given series participates equally in the profits. Thus 
where new series are started at yearly intervals, it is readily 
seen that at the end of the third year, for example, the 
profits of the association must be apportioned over all the 
outstanding shares represented by the three series. Justice 
alone dictates that the first series receive a proportionately 
greater amount of the profits than the second series, and 
that the second series take precedence over the third series. 
Shares of the same series have equal valuations at any given 
time, and mature at the same time. Therefore it is possible 
for new members to be taken into the association whenever 
a new series is issued without involving payments of back 
dues. By this plan the longevity of the association is 
insured, for the new series that are issued from time to 
time usually more than offset the series that are being 
matured periodically. The greater percentage of building 
and loan associations are organized on this Serial Plan ” 
basis. 

3. Permanent Plan . — The serial plan has been enlarged 
on, in some instances, • however, by a number of associa- 
tions which feel that better results can be secured by not 
limiting the issuance of stock to definite series. Conse- 
quently persons are permitted to join the association on 
any meeting night during the year without the pa 3 mient 
of back dues. But while this so-called permanent plan of 
building and loan association affords a convenient means 
for subscribing to new shares, it also complicates the accoimt- 
ing, inasmuch as each new share may in itself constitute a 
new series. 

4 . Federal Savings and Loan Associations . — ^Another type 
of building and loan association, incorporated under federal 
laws, is that known as the Federal Savings and Loan Asso- 
ciation. These associations, created by Act of Congress in 
June, 1933, are local, home financing institutions chartered 
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by the Federal Home Loan Bank Board. Four types of 
shares are issued. The first type known as the Instalment 
Thrift Share provides for the saving of a definite sum each 
week or month. A second type of share is known as the 
Optional Saving Shares. These shares are intended for those 
who save irregular amounts at irregular intervals. Prepaid 
shares, providing for lump sum investments, may also be 
acquired by investors. A fourth type is known as the Full 
Paid Income Shares. Dividends are credited twic^ a year 
to the accounts of the owners of the first three types but are 
paid in cash semi-annually to the holders of Full Paid Inconie 
Shares. 

The investments of tnese associations are very carefully 
regulated by the Federal Government and the investment of 
each shareholder is insured up to a certain maximum amount 
by the Federal Savings and Loan Insurance Corporation. 
Direct reduction or amortizing mortgage loans may be made. 
Amounts paid by the borrower are first applied against inter- 
est charges and any balance remaining is applied in reduction 
of the mortgage. Loans without shares may also be made. 

As of January 31, 1937, there were 1228 of these associa- 
tions with assets of approximately $820,000,000 and with 
shareholders numbering about three-quarters of a million.^ 
Their growth has been very rapid. Many of these associa- 
tions are former state-chartered associations which have, for 
one reason or another, decided to incorporate under federal 
laws. 

\ 

Classification of Stock 

Building and loan associations may issue stock either in 
the form of single shares or double shares. In the case of 
a single share the member pays a fixed amount per share, 
while in the case of double shares exactly twice the amount 
is paid in. Consequently the profits on double shares accu- 
mulate more rapidly and these shares mature at an earlier 
date than the single shares. 

* Federal Home Loan Bank Review, Volume 3, No. 6, March, 1937; 
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Besides these single and double shares, many associations 
issue full-paid stock. Stock of this class resembles an issue 
of any other corporation in that it is paid for at the time 
of issuance. Ordinarily such shares earn a fixed rate of 
interest. The issuance of such full-paid stock enables the 
association to obtain money in lump sums for loans to 
members. This type, however, represents only a minor 
portion of the stock issued by a building and loan associa- 
tion since the great majority of the members cannot afford 
to pay for shares in advance. 

Organization of Building and Loan Associations 

Incorporation , — ^The first building and loan associations 
were unincorporated, but from 1849 on, acts were passed 
by several states with respect to these associations. In 
Pennsylvania the Act of April 29, 1874, and its supplements, 
and in New Jersey the Act of 1903 with Amendments and 
Additional Acts, form the basis for the incorporation of 
building and loan associations in these states. 

A study of laws of the various states reveals generally 
similar requirements throughout the country. The laws of 
New Jersey will serve to illustrate the general principles 
involved: 

^‘Upon executing, recording and filing a certificate pur- 
suant to the Act, nine or more persons, citizens of the state, 
may become an incorporated association. 

^^The certificate of incorporation shall be signed in person 
by all the subscribers to the stock named therein. This 
certificate must contain the following information: 

I. The name of the association. 

II. The city or other municipality where it is to be 
located and its business transacted, which shall be 
within this state. 

III. The object for which it is formed. 

IV. The number of shares subscribed for by the incor- 
porators and by each of them, and the amount 
fixed as the value of each share when matured or 



DUTIES OF OFFICERS AND DIRECTORS 


15 


full paid, and the number of shares to be subscribed 
before the association shall begin business, which 
shall aggregate not less than ten thousand dollars 
in value when full paid. 

‘‘The purpose of an incorporated association is that of 
assisting each member and all who may become associated 
with the members in acquiring real estate, making improve- 
ments thereon and removing incumbrances therefrom by 
the payment of periodical instalments, and for the further 
purpose of accumulating a fund, to be repaid to its members 
(subject to the right of earlier redemption) who do not 
obtain advances for purposes above mentioned when the 
funds of such an association shall amount to a certain sum 
per share, to be specified in the certificate of incorporation.^^ 

By-laws 

As soon as a building and loan association receives its 
charter of incorporation it is essential that a set of by-laws 
be drawn up and adopted by the members of the association. 
These by-laws govern the association, subordinate, of course, 
to the charter issued to the association by the state. The 
by-laws should set forth the time and place of meeting of 
the corporation, the powers and duties of its ofiicials, and 
such other matters as may be pertinent and necessary for 
the business to be transacted, and may contain penalties 
for the breach thereof. 

Duties of Officers and Directors 

The business of a building and loan association usually 
is managed by a president, a vice-president, a secretary, a 
treasurer, a solicitor, and a board of directors or trustees. 
The officers are elected annually and continue in office until 
their successors are elected. The duties of the president, 
vice-president, and treasurer, correspond with thpse per- 
formed by similar officers in other business organizations. 
The secretary is in reality the chief accounting officer of 
the association. He is required to keep the books and to 
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present an accurate record of the value of the holdings of 
each member and of the financial status of the association. 
He is the custodian of the seal of the association. All 
payments of money by the treasurer must originate from 
orders drawn by the secretary. 

The magnitude of the work of a building and loan asso- 
ciation with respect to mortgages on properties of borrowing 
members, securities, etc., necessitates the emplo3unent of 
a legal expert. Therefore, a solicitor is appointed to look 
after the legal affairs of the association. 

The board of directors usually is given full power to 
initiate and direct the policies of the association, provided 
that said policies are considered at a meeting of the board 
at which a quorum is present. The members of the board 
are elected by the stockholders at the annual meeting for 
a period of one year. 

The board of directors is required to hold regular meetings 
for the purpose of receiving dues, interest, fines, etc., making 
loans of money, and transacting any other business that 
may be necessary. The secretary of the association keeps 
a record ii^ the minute book of the discussions and resolutions 
of the board of directors. This written record forms an 
integral part of the accounting system of a building and loan 
association since practically all the transactions of an asso- 
ciation are approved or acted upon by the board before they 
are entered into. Thus, there may be found in the minute 
book all authorizations for .loans on real estate, for stock 
loans to members, for withdrawals by members, and for the 
payment of the ordinary expenses incurred since the last 
regular meeting. ' Mortgage foreclosures and the renting or 
repairing or the sale of real estate must likewise be acted 
^Lipon by the board. 
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OPERATION OF A BUILDING AND LOAN ASSOCUTION 

Dues, Interest, Fines, and Premiums 

Building and loan associations usually meet once a 
month, and at such meetings dues, interest, fines, etc. 
must be paid. Payments on the shares of a given series 
must be continued until, with the apportioned profits, they 
are sufficient to pay the maturity value of such shares. In 
case a member fails to pay regularly whatever he owes in 
respect to dues, premium, or interest, a nominal fine is 
imposed. This is to repay the association for loss of profits 
incurred through non-payment of money due. And it may 
be noted that in many associations each person becoming a 
subscriber for stock is required to pay with the subscription 
an entrance or admission fee of approximately twenty-five 
cents per share. 

When money is in great demand, building and loan 
associations usually sell what money they have to loan to 
the highest bidders, in the order of their respective bids. 
The amoirnt of money which each borrower offers to pay 
for the loan irrespective of interest is known as the premium. 

Making of Loans 

Types of Loans . — One of the primary purposes of a 
building and loan association is the loaning of money to 
members. A loan may be in the form of an instalment 
mortgage loan, a straight mortgage loan, or a stock loan. 
It is but natural to assume that building and loan associa- 
tions require security in the case of loans. Real estate, 
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building and loan association stock, mortgages, and bonds 
may be accepted as collateral to protect the association. 

Mortgage Loans , — Some associations will only take a first 
mortgage; other associations will accept a second mort- 
gage as security for a loan. When a person desires to 
borrow money secured by a mortgage on real estate, he is 
required to fill out an application blank provided by the 
association. On the blank must be stated the amount of 
the loan desired, the premium, if any, to be paid, and a 
detailed description of the real estate, including the loca- 
tion, the nature of the building and the dimensions of the 
lot, the assessed valuation of the property, the purchase 
price, the estimated amount of rent obtainable, and whether 
the property is clear, mortgaged, or subject to liens. 

The application for the loan is discussed at the next 
meeting of the board of directors. A property committee 
is appointed to make an investigation of the property to 
determine the advisability of granting the loan on the 
security offered. If the report of the property committee 
is favorable, the board of directors instructs the secretary 
to notify the solicitor of the association to prepare a bond 
and mortgage, to perfect the evidences of the title, and to 
execute the necessary documents. If the mortgage loan is 
an instalment one, the borrower must become a member 
of the association and subscribe to shares of stock, the 
maturity value of which will be equal to or greater than 
the amount of the loan. 

Should the loan be a straight mortgage loan the pro- 
cedure would be similar to the precedipg, but the borrower 
would not be obliged to become a member of the association. 
Instead of pa3dng monthly dues and interest he would only 
be obliged to make his interest payments and to meet his 
loan in full at the due date as specified in the mortgage. 
In some cases, however, a borrower is permitted to pay off 
any portion of the loan or the entire amoimt before its 
maturity. 

Stock Loam , — Often members of the association ftfe 
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desirous of obtaining money, but do not wish to withdraw 
their savings from the society. Therefore, they make appli- 
cation for a loan and offer to pledge their stock holdings as 
security. Associations differ in their regulations regarding 
the amount that may be borrowed on their stock. The 
withdrawal value of each share held by a member usually 
is the basis for such a loan. From 90 to 95 per cent of 
the withdrawal value generally is fixed as the maximum 
sum to be lent to a member who offers his building and 
loan association stock as security. On such loans interest 
at the rate of 6 per cent per annum invariably is charged, 
and the borrower is obliged to pay the interest in monthly 
instalments until the loan is extinguished. 

Real Estate 

Unless loans are made to worthy borrowers, a building 
association will be unable to make any profits; and unless 
the loan is secured by ample collateral, heavy losses may 
have to be borne by the shareholders. In granting mortgage 
loans, the directors endeavor to protect the association 
stockholders against possible losses by stipulating that the 
fair market value of the property mortgaged shall be con- 
siderably in excess of the amount of the loan. Thus on a 
house costing $10,000.00, an association might advance 
$8000.00 secured by a mortgage. The home buyer has an 
equity in the property which he is desirous of protecting. 
If the monthly payments to be made to the association are 
not forthcoming regularly, the directors might have to 
foreclose on the property to protect the association. Prop- 
erty acquired in this manner very often is rented, thus giving 
rise to an additional source of income. As rental income is 
sometimes exceeded by the expenses of carrying the real 
estate, directors endeavor to dispose of real estate holdings 
at the earliest possible moment. 
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INCOME AND EXPENSES OF A BUILDING AND LOAN 

ASSOCIATION 

A BUILDING and loan society has few sources of income. 
This income is obtained from its own shareholders, except 
such amounts as are received as interest on straight mort- 
gage loans or from miscellaneous sources such as rental for 
property obtained through foreclosure proceedings. The 
interest and other charges made for the use of the associa- 
tion's funds are contributed by the borrowers themselves. 
The excess of earnings over the expenses is called profit and 
is divided among the shareholders according to one of sev- 
eral plans. No money distribution is made when profits 
are divided, but the profits are added to the dues and 
recorded on the ledger, if one is kept, as increasing the 
value of the subscriber's equity in the association. When 
the dues on a share of stock, together with its proportion 
of profits, equal a specified amount, generally $200, the 
stock is said to mature. Upon \the maturity of the stock, 
full payment is made if the stoc^older is not indebted to 
the association. In those instances where the stockholder 
is indebted, the amount of the indebtedness is deducted 
from the maturity value of the shares. 

Main Sources of Income 

Entrance Fees , — Upon taking out shares in a building 
and loan association, the stockholder generally pa 3 rs an 
admission or entrance fee, which may vary with the society 
issuing the shares. This charge is nominal and very seldom 
exceeds twenty-five cents per share. This entrance fee is 
not a partial payment on stock, but is regarded as part of 
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the earnings of the association. An association which has 
had an unsuccessful year in other respects ‘may conceivably 
make a very good showing if the number of shares issued 
during the year is sufl&cient to bring the earnings from 
entrance fees well above the average. 

Interest on Loans . — By far the greatest source of income 
is interest on loans. It must be paid by the shareholders 
every month until the amount borrowed is either repaid 
or deducted from the matured value of stock which has 
been pledged as collateral. Let us assume that A desires 
a loan of $4000 from X Y Z Building and Loan Society. 
He fills out an application, which is approved. He is 
requested to subscribe to 20 shares of stock, having a 
maturity value of $200 each. Monthly payments of dues 
and interest are made on his shares and on his loan. If 
the dues are $1 per month p6r share he will pay $20 for 
dues. If the association is charging 6 per cent interest the 
monthly interest will be $20, representing ^ of $240, the 
interest for one year on $4000. This interest payment 
must be made monthly until the stock matures, if the loan 
is not reduced in the meantime. The amount paid monthly 
for dues is not a reduction of the loan, but represents the 
monthly instalment on the stock, which is held as addi- 
tional security for the loan. It can be seen from this that 
the building association has, in addition to the mortgage 
for the loan, the constantly increasing value of the member’s 
stock which is also pledged. If any amounts are paid in 
to reduce the loan, adjustments are made in the interest 
payment. In about 142 months the stockholder will have 
paid in as dues $2840 and his share of the earnings will be 
about $1160. The stock is then said to mature. If the loan 
of $4000 still exists it is satisfied by canceling the stock. 

If the association is forced to foreclose on a number of 
mortgages, losses arising therefrom may be so heavy that 
stockholders are forced to pay monthly dues, interest, etc., for 
a much longer period than 142 months. Under these conditions 
investments in building and loan shares become less attractive. 
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Premiums , — ^Next in importance from the standpoint of 
income are premiums. A premiiun is an amount paid to 
a building society by a borrowing shareholder in order to 
obtain a loan. Needless to say, the premium arises only in 
cases where the demand for money exceeds the available 
supply. The premium is an additional amount, over and 
above interest, which the borrower agrees to pay. It may 
be a fixed sum or may vary as a result of competitive bidding. 
On first mortgages, a premium of 15 cents per share often has 
been charged, and on second mortgages, the charge some- 
times has reached 30 cents per share. In some states the 
premium cannot exceed 2 per cent of the loan or 33| cents 
per share. The premium may be deducted from the face of 
the loan and the balance tinned over to the borrower, but 
more often it is paid in monthly instalments until the loan is 
satisfied. In some associations, interest is charged monthly 
on the unpaid balance of the premium. 

Fines , — Another source of income is fines. A fine is a 
penalty imposed on a delinquent shareholder or borrower. 
Its purpose is to encourage promptness in the payment of 
dues and interest. In this it has been unusually successful. 

The amount of the fine may vary. It is usually small 
enough to prevent undue hardship for the delinquent, yet 
sufficiently large to be effective. In many associations the 
fines are at the rate of one cent per share per month. As a 
rule they are levied against the total arrearages of a mem- 
ber. However, if fines are allowed to accumulate for an 
indefinite length of time, the amounts paid in as principal 
would disappear because of charges for fines. Hence many 
associations do not charge fines after about 6 months, prefer- 
ring instead to cancel the shareholder's stock and to return 
to him the dues paid in, less any stock loans and other arrear- 
ages. If the shareholder has secured a mortgage loan from 
the association and becomes excessively delinquent in his 
payments, foreclosure proceedings are usually instituted. In 
this manner the accumulation of heavy fine penalties is 
avoided. A feature of the Federal Savings and Loan Asso- 
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elation is the bonW, the reverse of the fine. Instead of fin- 
ing for failure to pay, a bonus is credited to the shareholder's 
account at maturity provided all payments have been made 
in accordance with association regulations. The assessment 
of fines is not prohibited by law unless the fine is unreason- 
able in amount. It is eminently fair that a penalty should 
be exacted for carelessness or forgetfulness upon the part of 
the delinquent stockholder. 

Miscellanecms Income , — ^While the above items represent 
the main sources of income, it is not uncommon for an asso- 
ciation to have a moderate return from rentals of real estate 
which it owns by reason of foreclosure proceedings, and 
from interest on its time deposits. 

Expenses 

It is now necessary to consider the expenses of building 
and loan associations. The main items of expense include 
office rental, the salaries of the secretary and treasurer, 
advertising and printing, postage, bonding of officers, and 
interest on borrowed money. Associations which find it 
necessary to foreclose on mortgages held by them may have 
expenses in connection with foreclosure proceedings and 
additional expenses in connection with the property after 
it has been attached. 

Another item sometimes regarded as expense is interest 
or profits paid to stockholders who withdraw from the asso- 
ciation before their shares have matured. It is a question 
whether this is really an expense or merely represents the 
paying out of capital, since the shareholders participate in 
the profits on the basis of the number of shares held and 
the age of the shares. 

The amount of interest or profits paid to withdrawing 
members is usually less than the profits which have been 
apportioned to their shares on the books of the association. 
This difference is sometimes called forfeited profits and is 
regarded as an item of income. Forfeited profits in reality 
represent capital forfeited and are available as such for 
redistribution to the remaining shareholders. 



CHAPTER V 


ACCOUNTING OF A BUILDING AND LOAN ASSOCIATION 

The accounting of a building and loan association pre- 
sents two important problems. The records should provide, 
in the first place, for an adequate system of recording all 
cash receipts and payments, and, in the second place, for 
the proper recording of each member^s payments so that 
the book value of each share of stock outstanding in each 
series may be determined. The computing of this value, 
however, depends upon the distribution of profits. 

Reference should be made at this point to Form I illus- 
trating the accounting plan of a building and loan associ- 
ation. 



FoBif I. — Chart of Accounting Plan. 
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Cash Book 

The cash book is the principal book of a building and 
loan association. All other books are subordinate to it. 
It is columnar in form, and some of the columns make 
possible the use of controlling accounts. In this book are 
entered all receipts from stockholders, such as dues, interest, 
premiums, repaid mortgage and stock loans, etc., and in 
it a record is kept of all disbursements authorized by the 
board of directors. The secretaries of many associations 
use the cash books as the only books of original entry. 
Transactions which would ordinarily be recorded in journal 
entry form are recorded through the cash books. The cash 
records thus become combination cash books and journals 
under this method of recording. It is essential that the 
receipts and disbursements shown by the cash book agree 
with the treasurer’s record. Reference to Form II should be 
made for illustrative cash book rulings and entries. 

It will be noted that collections are summarized and 
analyzed in the cash book. Receipts, other than those 
taken in at the time of a meeting, are entered separately. 
All checks drawn are recorded separately. The balance of 
cash on hand should agree at all times with the treasxirer’s 
report of cash in bank. The footings of the columns, some 
of which may have to be analyzed, should be posted to a 
ledger monthly. A very large proportion of building and 
loan associations, however, dispense with the use of a ledger 
and may even dispense with the use of the general journal. 
The omission of these books from the books of a building and 
loan association may be partly attributed to the fact that 
many association secretaries of the past have been unfamiliar 
with the principles of double-entry bookkeeping. The an- 
nual report submitted to directors and shareholders could be 
easily 'prepared by starting with the report of the previous 
year and making the necessary increases or decreases in the 
accounts from the current information appearing in the 
cash book. The dissemination of accounting knowledge and 
the gradual displacement of older secretaries by younger men 
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are bringing about gradual improvements in methods of 
recording building and loan association transactions. The 
general ledger is be^nning to occupy an important place in 
the accoimting system. 

Journal 

As stated above, transactions not involving cash are 
often recorded in the cash books. The recording of equal 
amounts on both sides of the cash book, although different 
accounts are charged or credited, does not affect the bal- 
ance of cash. It does, however, inflate cash receipts and 
disbursements by the same amounts. To avoid this many 
secretaries insert a contra column on each side of the cash 
book and make use of these columns rather than the cash 
columns in recording journal entries. The ^‘contra” col- 
umns are always in balance and their use makes it possible 
to separate journal entries from bona-fide cash transactions. 
A better plan, however, is to use the ordinary two-column 
journal for recording transactions which would ordinarily 
be journalized. 

The books and records of Federal Savings and Loan Asso- 
ciations give evidence of greater standardization in account- 
ing methods. This is partly attributable to the fact that 
these associations have been but recently organized, and are 
subject to federal supervision. The bookkeeping records of 
state-chartered associations are less elaborate but generally 
adequate for the needs of directors and officers. 

Roll Book or Members’ Register 

When dues and other items are paid by stockholders, 
entries are made in the Roll Book to the credit of the respect- 
ive members. This roll book exhibits month by month 
the amount due from each stockholder. Unpaid balances 
of any month are carried forward into the record of the 
following month. 

By reference to the roll book of the X Y Z Building and 
Loan Association, Form III, the status of shares in the 
sixth series may be noted. The amounts due from each 
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Foem n — cash receipts 
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Foem II— cash DISBURSEMENTS 
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stockholder are extended by the secretary in the various 
debit colmnns of the roll book. These entries are usually 
made prior to the monthly date for the collection of dues 
in order to facilitate the work of the officers. As payments 
are made the stockholders are given credit in the credit 
columns. Then the credit columns for all series are added 
and the total amount is transferred to the cash book. The 
receipts shown in the cash book, Form II, for July, totaled 
$3069,83. This represents the totals of the various columns, 
dues, interest, premiums, and fines, in the Roll Book for all 
series. For example, in Form III, the total, $264, of Dues Cr. 
column of Series No. 6 sheet, is added to the corresponding 
total of the Dues Cr. column of each of the other Series 
for the month of July to obtain the total, $2720, shown in 
Form II as the total collections for Dues in July. Similarly 
the $21 interest credit for July in Form III is added to 
interest credits from other series in July to obtain the total 
interest collections, $322.61, shown on the first line of Form 
II. The Members^ Roll Book acts as a guide and check 
for some of the entries made in the cash book. 

Mortgage Loan and Stock Loan Registers 

The members^ roll book is used for the purpose of 
recording the detail of collections from members. The 
Mortgage Loan and Stock Loan Registers (Form IV and 
Form V) are used as a record of payments by the associa- 
tion in the form of mortgage or stock loans. These two 
records show at all times the individual and aggregate 
amoimts of all loans which are made upon authority of the 
board of directors. These books contain the detail of the 
mortgage loans and stock loans made. The Mortgage Loan 
Register, for instance, contains the name of the borrower, 
his book number, the amount of the loan, the sum repaid, 
a description of the property mortgaged, the amount of 
prior encumbrances, the building and loan committee valua- 
tion of the property mortgaged, payments of taxes and 
water rents, if any, for the last year, eiCs 
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MEMBERS' 

Series No. 6 X Y Z Building and 







Month — July 

Book 

No. 

Name 

Bbares 

Loans 

Mlacellaneoua 

Duea 

Interest 

Premiums 

Fines 

Total 

Paid 

1 







Dr. 

Cr. 

Dr. 

Cr. 

Dr. 

Or. 

1 

3 . Alien 

16 



15 

15 



■ 

■ 



16 

601 

R. Wagner 

i 


1 

5 

5 



1 

1 



6 

602 

M. Clark 

i 

1400 

Premium 30^ per 
sh. per mo. 

1 

■ 

7 

7 


2.10 



16.10 

608 

O. Brown 

22 



22 

22 







22 

■ 

C. F. Bniltb 

10 



10 

10 







10 

606 

R. Ad&ms 

10 



10 

10 







10 

606 

W. Hensell 

15 



15 

16 







16 

607 

V. Donovan 

6 

1000 

Premium 15^ per 
sh. per mo. 

5 

6 

5 

5 

.75 

.76 



10.76 

608 

G. Primer 

2 



2 

■ 

■ 

■ 

■ 

■ 




609 

F. Frank 

25 



25 

60 

1 

1 

1 

1 



50 

610 

H. WlUlams 

10 

1800 

Premium 20^ per 
sh. per mo. 

10 

10 

0 

9 

1,80 

1.80 



20.80 

611 

S. McNulty 

30 



30 

30 







80 

612 

B. Earl 

50 



50 


■ 






60 

613 

M. Singer 

15 



16 

15 







15 

614 

P. Wendell 

10 



10 









616 

8. CiarkBon 

B 

■ 


30 

30 







20 

■ 

Total 

261 



261 

364 

21 

31 

4.66 

4.65 



280.66 


Form 

MEMBERS’ 
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BOLL BOOK 


Loan Association 
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ROLL BOOK 














































































































MORTGAGE LOAN REGISTER 


32 ACCOUNTING OF A BUILDING AND LOAN ASSOCIATION 



MORTGAGE LOAN REGISTER 
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STOCK LOAN REGISTER 


DATE 

NAME OF 
SHAREHOLDER 

BOOK 

NO. 

SERIES 

NO. 

SHARES 

ASSIGNED 

AMOUNT 

OF 

LOAN 

AMOUNT 

REPAID 

BALANCE 

Month 

Day 

mB 

jmm 

wM 

S. Larkin 

315 

B 

7 

400 

100 

300 

Dee. 

15 

Leu/is Jones 

717 

7 

15 

500 



Feb. 

18 

Mabel Clark 

117 

1 

10 

200 



B 

18 

F. C, Wnia 

652 

6 

H9I 

600 




m 









■ 


■ 















^ — - 


- — - 




■ 



























■ 









m 








TOTAL 

■ 







Form V 

STOCK LOAN REGISTER 


Real Estate Ledger 

An Investment Account and an Income and Expense 
Account should be opened for each property owned by 
the association. 

The Investment Account (Form VI) reflects the cost 
of the property to the association. This cost includes the 
amount of the mortgage loan, less the value of the assigned 
stock, plus arrearages of interest, premiums, and fines, plus 
any advances that may have been made for fire insurance, 
tax^, interest on prior liens, etc. To this amount should be 
added the cost of foreclosure, together with the amount of 
unpaid back taxes and first mortgage interest that the 
association has to pay when it takes over the property. 
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Usually expenditures for immediate repairs necessary to 
place the property in a rentable condition are also capitalized. 


Real Ealate Irwestmeni 

Amount — Prior 
Elncumbrance $2000 

1234 Eustace Street^ Philadelphia 


10 




19 




May 

1 

Mortgage loan 

$1,000.00 

May 

1 

Dues» 6 shares ^ 

$260.00 



Delinquent dues 

60.00 

4 » 


Interest, 6 shares 

20.41 

«< 


** interest 

60.00 





u 


premium 

10.00 





«• 


“ fines 

6.00 





•ft 


Advances 

76.00 





•ft 


Costa and expenses 

100.00 





•ft 


Accrued taxes 

20.00 





•ft 


Accrued Ist mtge. in- 








terest 

60.00 






Beal Estate Income and Expense 
1234 Eustace Street, Philadelphia 


1 

19 

i 

1 


19 




Nov. 

1 

Taxes 

$20.00 

July 

16 

Rent 

$40.00 


* 

Interest^ 1st mtge. 

60.00 





Nov. 

16 

Repairs 

82.00 






Form VI 

REAL ESTATE LEDGER ACCOUNT 


As soon as the total original cost has been ascertained 
and entered on the books, any excess investment over and 
above the present market value of the property should be 
written off immediately. 

Permanent improvements and payments on account of 
the principal of prior liens should be charged to the Invest- 
ment Account. 

All income from the property and all expenses after 
title has been taken by the association are entered in the 
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Income and Expense Accoimt for the particular property 
and are not capitalized. 


Progress of Shares toward Maturity 

At regular intervals, generally yearly, the secretary 
prepares a report to be submitted to the stockholders. This 
report should contain a balance sheet of the association 
supported by schedules of the principal assets and liabilities, 
a copy of the treasurer’s report or condensed statement of 
cash receipts and disbursements, a profit and loss statement, 
and a stock statement, showing the progress of the shares 
toward their maturity value. The stock statement sets 
forth the dues paid in per share for each series, and the 
division of the profits among those entitled to share in the 
earnings. By a comparison of the stock statements from 
year to year, the progress which a share in any given series 
is making toward its maturity value is clearly indicated. 
Often the stock statement shows the withdrawal value per 
share in addition to the book value. As the withdrawal 
value is usually less than the book value, many stock- 
holders hesitate to withdraw from the association and 
thereby sacrifice a portion of their investment. 

Information for Annual Report 

The annual report (Form VII) of the association is 
prepared from the books of original entry and other sources 
when no ledger is in use. The information for this report 
imder such conditions is obtained from the cash book, 
which is columnar in form, the loan registers, the members’ 
roll book, and the annual report of the preceding year. The 
statement of cash receipts and disbursements is obtained 
directly from an analysis of the cash book. Some of the 
assets and liabilities are determined by adding to and/or 
deducting from the assets and liabilities at the close of the 
preceding year, any changes which have taken place during 
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the course of the current year. Thus, the amount due on 
mortgage loans is secured by adding to the mortgage loan 
balance of the preceding year the total of cash paid for new 
mortgages as shown by the cash disbursements and deduct- 
ing the mortgages repaid appearing in the cash receipts 
book. Proof of this balance due on mortgage loans can be 
obtained by adding the mortgage loan balances as shown in 
the mortgage loan register. The balance due on stock 
loans may be determined in the same way. The delinquent 
amounts due from shareholders are obtained from the mem- 
bers’ roll book, the analysis of the accoimts of the share- 
holders indicating the arrearages for dues, interest, premiums, 
and fines. Advance payments also are secured from the 
members’ roll book. Dues liability on all active shares 
will be shown on the stock statement and can be proved by 
building up a skeleton ledger account for dues as follows: 


PROOF OF DUES LIABILITY 


Dues in arrears last year’s 


Dues liability last year’s 


reoort 

$2,225.00 

report 

$49,298.00 

Dues paid on withdrawn 

Dues in advance last year’s 

shares during year as per 


report 

212.00 

cash book 

29,600.00 

Dues received during year 


Dues paid in advance as 


as per cash book 

49,657.00 

per members’ roll book. 

175.00 

Dues in arrears as per mem- 




bers’ roll book 

1,947.00 


$32,000.00 



Balance 

69,114.00 




$101,114.00 


$101,114.00 


The dues liability on shares outstanding amoimts to 
$69,114 according to the above proof. This should be in 
agreement with the total as shown on the stock statement. 
The difference between the assets and the liabilities is net 
profit, which is supported by the profit and loss statement, 
and is distributed to the series in preparing the stock state- 
ment, usually in accordance with one of the plans to be 
explained. The preparation of the annual report may be 
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greatly simplified by the use of general ledger contrbl 
accounts. The main control accounts are dues^ mortgage 
loans, stock loans, borrowed money, and real estate. 

SECURITY BUILDING AND LOAN ASSOCIATION 
Third Annual Report 
Year Ended May 19, 1933 
Treasurer’s Report 


Receipts 


Disbursements 

t 

Cash balance, May 15, 1932 

$363.75 

Mortgage loans made 

$28,400.00 

Dues 

49,657.00 

Stock loans 

2,200.00 

Interest 

3,361.50 

Withdrawal dues 

29,600.00 

Premiums 

547.00 

Withdrawal — interest 

421.63 

Fines 

26.12 

Salaries of officers 

500.00 

Borrowed money 

7,000.00 

Other expenses 

462.15 

Mortgage loans repaid .... 

1,800.00 

Borrowed money repaid . . . 

8,500.00 

Real estate 

8,200.00 

Cash balance May 19, 1933. 

871.59 


$70,955.37 


$70,955.37 


Balance Sheet 


Assets 


lAabilities 


Mortgage loans 

$60,000.00 

Dues liability 

$69,114.00 

Stock loans 

4,100.00 

Dues in advance 

175.00 

Dues in arrears 

1,947.00 

Borrowed money 

2,000.00 

Interest in arrears 

298.00 

Reserves 

500.00 

Premiums in arrears 

50.15 

Earnings distributed 

4,677.74 

Real estate owned 

9,200.00 



Oish on hand 

871.59 




$76,466.74 


(76,466.74 


Form VII 

ANNUAL REPORT 
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STATEMENT OF PROFIT AND LOSS 


. Year Ended May 19, 1933 . 

Balance of Profits, last report 

Income 

Interest received $3361 , 50 

Less interest in arrears, last year 169 . 47 


$2479.34 

Add interest in arrears, this year 

$3192.03 

298.00 

$3490.03 


Premium received 

Less premium in arrears, last year 

.. $547.00 

31.12 



Add premiums in arrears, this year. . . 

$515.88 

50.15 

566.03 


Fines 

* • 

26.12 

4082.18 

Total 

Expenses 

Claries 

Other expenses 

Withdrawal interest 

• • 

$500.00 

462.15 

421.63 


$6561.52 

1383.78 


Balance of profits $5177 . 74 


Apportionment of Profits 

To reserve $500.00 

To earnings due shareholders 4677 . 74 $5177 . 74 


STOCK STATEMENT 


1 

Shares 

Paid 

per Share 

Total 

Dues 

/ 

Profits 
per Series 

Profits 
per Share 

Book 
Value 
per Series 

Book 
Value 
per Share 

1 

600 

$36.00 

$21,600.00 

$1998.00 

$3.33 

$23,698.00 

$39.33 

2 

525 

30.00 

15,750.00 

1220.63 

2.32 

16,970.63 

32.32 

3 

470 

24.00 

11,280.00 

705.00 

1.60 

11,986.00 

25.50 

4 

499 

18.00 

8,982.00 

426.65 

.85 

9,408.65 

18 86 , 

5 

701 

12.00 

8,412.00 

273.39 

.39 

8,686.39 

12.39 

6 

515 

6.00 

3,090.00 

64.07 

.10 

3,144.07 

6.10 


3310 


$69,114.00 

$4677.74 


$73,791.74 
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The Distribution of Profits 

Several methods of distributing profits are employed 
by building and loan associations. Some societies dis- 
tribute only the profits earned during a given period; 
others distribute at the end of each given period all profits 
which belong to the unmatured shares, irrespective of 
previous distributions. For instance, during the three years 
of its existence an association may have made $4500 of 
which $2200 represents the profits of the third year. Under 
the latter method the previous distributions of profits 
are disregarded and the entire $4500 is distributed. 

In an association organized under the terminating plan, 
the distribution of profits is exceedingly simple. Inasmuch 
as all stockholders have paid the same amounts in dues, 
the shares issued constitute only one series. The profits 
per share are determined by dividing the total profits by 
the number of shares outstanding. Any stockholder can 
determine his share of the profits by multiplying the niunber 
of shares he holds by the profits per share. 

In the serial and permanent types, the problem of the 
distribution of profits is quite complicated. The total 
profits cannot be divided equally among all series since 
series have come into existence at different dates. This 
time element is exceedingly important, for greater profits 
are realized for money loaned out for a long period of time 
than for a short period of time. Another element affecting 
the distribution of profits is the varying number of shares in 
each series. These difficulties can be overcome by reducing 
the amounts paid in for each series to a common basis. 

Building associations organized under Federal Savings 
and Loan Laws apportion dividends semi-annually, the divi- 
dends being based upon the amounts paid in by shareholders 
on investment shares owned by them. Dividends are not a 
distribution of total profits but merely an allocation of profits 
to saving shareholders, the rate of return being nominal. 
The procedure is somewhat similar to interest calculations 
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on savings accounts. The directors of an association may, 
by resolution, fix a date for calculating the interest or divi- 
dends. Thus funds invested before the tenth of the month 
may earn dividends as if invested as of the first of the month. 
Funds received after the date fixed earn dividends from the 
first of the following month. Many of these associations 
follow the practice of apportioning undivided profits under 
the partnership plan to be explained below. The distribu- 
tion of profits when made in this manner by Federal Savings 
and Loan Associations is similar to that of other building 
and loan associations. 

Methods of Distributing Profits 

1. Partnership Method . — In distributing profits to the 
various series the relationship of one series to another must 
be thoroughly analyzed. How many months have the dif- 
ferent series been in existence? What is the total invest- 
ment represented by each series? What sum of money 
invested for a period of one month will have the same earn- 
ing capacity as this total investment? What is the ratio 
which this total monthly investment of each series bears to 
the total monthly investment of all series? 

To illustrate the principles giving rise to the foregoing 
questions, assume that the Alpha Building and Loan Asso- 
ciation issues stock every six months. At the end of two 
years the secretary's roll book shows the following: 

Number of 
Shares 

Series Issued 

1 200 

2 300 

3 100 

4 400 

Since series have been issued every six months and dues have 
been payable monthly at the rate of $1 per share, it follows 
that Series No. 1 has been in existence 24 months; Series 
No. 2, 18 months; Series No. 3, 12 months; and Series No. 4, 
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6 months. The amount of dues paid per share in each series 
is $24, $18, $12, and $6 respectively. The amount invested 
in each series is obtained by multiplying the total amount 
paid in per share by the number of shares in the series. 
Hence the total investment in each series may be set forth 
as follows : 

Series No. 1 200 X $24 = $4800.00 
Series No. 2 300 X 18== 6400.00 

Series No. 3 100 X 12= 1200.00 

Series No. 4 400 X 6 = 2400.00 

The answer to the third question is more difficult, and 
upon this answer hinges the solution to the distribution of 
profits by the partnership plan. Our answer can be obtained 
by comparing a building and loan society with a savings 
institution with respect to interest credits. Suppose Mr. A 
decides to deposit $100 on the 1st day of each month for 
the last 6 months of 19 — . If interest is credited to his 
account at the rate of 4 per cent per annum, what will be 
the amount of interest to his credit on December 31? This 
can be determined by the following process : 

Interest on $100 balance July Ist to August 1st @ 4% $0.33 

Interest on 200 balance August 1st to September 1st @ 4% 0.67 

Interest on 300 balance September 1st to October 1st @ 4% 1.00 

Interest on 400 balance October 1st to November 1st @ 4% 1.33 

Interest on 600 balance November 1st to December Ist @ 4% 1.67 

Interest on 600 balance December 1st to December 31st @ 4% 2.00 

Total interest to be credited on December 31st $7.00 

If Mr. A’s main purpose had been to earn $7 on his deposit, 
he could have followed several other courses. One deposit 
of $100 could have been made for the number of months 
corresponding to the total number of months that each 
separate $100 remained on deposit. The sum of these 
months is 21, therefore it would have been necessary to 
deposit $100 for 21 months. If it takes 21 months for $100 
to earn $7 at 4 per cent simple interest, then any greater 
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sum deposited would earn $7 in a shorter period of time. 
If the original deposit were $600 instead of $100, then the 
time it would take to earn $7 interest would be exactly one- 
sixth of 21 months, or 3§ months. If the deposit were 
increased to $2100 then the time required to earn $7 would 
be reduced to one month. It can be seen from the foregoing 
that $100 invested at the beginning of each month for 6 
months will have the same earning capacity as $600 invested 
for 3J months or $2100 invested for one month. The 
method of distribution of profits by the partnership method 
is indicated by the above. The earning power of each series 
is reduced to a common basis, i.e., the total investment 
for a period of one month. This is found by multiplying 
the total dues paid in for each series by the average number 
of months each series has been in existence. Thus a series 
which has run 6 months has an average existence of 3§ 
months, the result obtained by taking 6 plus 5 plus 4 plus 3 
plus 2 plus 1 and dividing by 6, or by adding 1 to the number 
of^months and dividing by 2. For any series in which 
payments are made at the beginning of the month the 
average time may be found by this means. Thus a series 
which has rim for 18 months has an average term of 
months; one running for 25 months has an average term of 
13 months. By applying the foregoing to the Alpha Build- 
ing and Loan Association, the equivalent earning power can 
be determined: 





Xhies 

Total 

Average 

Equivalent 

Series 

Shares 


per Share 

Dues 

Time 

Earning Power 

1 

200 

X 

$24 

$4800 

X 12i 

$60,000 

2 

300 

X 

18 

5400 

X 

51,300 

8 

100 

X 

12 

1200 

X 6J 

7,800 

4 

400 

X 

6 

2400 

X 3i 

8,400 


Total $127,600 


If the net profits were $850 for the two years, then the pro- 
portion of the net profits belonging to each series and to 
each share would be found in this manner: 
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Series 

60,000 

127,600 



Earnings 

per 

Series 

or 

Earnings 

per 

Share 

Dues 
. Paid 
in per 
Share 

Book 

Value 

per 

Share 

1 

X 

$860 

« $400 

or 

$2.00 

$24.00 

$26.00 

2 

fili300 

127,600 

X 

860 

342 

or 

1.14 

18.00 

19.14 

8 

7|800 

127,600 

X 

860 

= 62 

or 

.62 

12.00 

12.52 

4 

8|400 

127,600 

0 

X 

860 

SB 66 

$860 

or 

.14 

6.00 

6.14 


Thus, on a partnership basis, earnings are distributed 
according to the amount of the investment and the length 
of time each series has been in existence. Under this plan 
the total surplus, which is shown by the asset and liability 
statement, is distributed yearly. 

2. RMs Method , — A variation of the partnership method 
which has been followed with a great deal of success by 
building and loan associations is known as Rice’s plan. 
According to this plan, the average time each series has 
been in existence is found by dividing the total number of 
months by 2. The earning power of each series is found 
by multiplying the number of shares in the series by the 
dues paid in per share, and then multiplying the resultant 
product by one-half the number of months the series has 
run. Multiplying the number of shares by the dues paid 
per share gives the dues capital of the series. Let us apply 
this plan to the Alpha Building and Loan Association. 



Number 


Dues 


Half 

Equivalent 

Series 

lOf 


per 


Time 

Earning 


Shares 


Share 



Power 

1 

200 

X 

$24 

X 

12 

- $67,600 

2 

300 

X 

18 

X 

9 

» 48,600 

3 

100 

X 

12 

X 

6 

- 7,200 

4 

400 

X 

6 

X 

3 

- 7,200 


Total 


$120,600 
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Since the factor 6 is common to the Dues per Share column 
and 3 to the Half Time column^ these may be accordingly 
reduced: 


Equivalent 

Series Ear nin g 

Power 


1 

200 

X 

4 

X 

4 


$3,200 

2 

300 

X 

3 

X 

3 

= 

2,700 

3 

100 

X 

2 

X 

2 

a 

400 

4 

400 

X 

1 

X 

1 

a 

400 


$6,700 

Expressed in its simplest form, the earning power for any 
series, where all series are issued at regular intervals, is 
obtained by multiplying the number of shares by the square 
of the number denoting the intervals which have elapsed 
since the series began; i.e., the fourth-series shares would 
be multiplied by P; the third, by 2^; the second, by 3^, etc. 

On the basis of $850 earned for two years, the profits 
per series and per share would ,be found by the following 


calculations: 






Series 

3200 

6700 



Earnings 

per 

Series 


Earnings per Share 

1 

X 

1850 

= $406.97 

or 

$2. 02 plus per share 

2 

2700 

6700 

X 

860 

= 342.63 

or 

1 . 14 plus per share 

3 

400 

6700 

X 

850 

» 60.75 

or 

. 50 plus per share 

4 

400 

6700 

X 

850 

« 60.75 

$850.00 

or 

. 12 plus per share 


Disadvantages . — The partnership and the Rice plans of 
distributing profits are open to certain criticisms which are 
not chargeable against the third and fourth methods. 
These criticisms will be discussed briefly. In the first place 
the methods of distributing profits do not correspond with 
actual conditions, for the profits of an association are dis- 
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tributed each year by being credited to the book value of 
the various shares outstanding. The methods are based on, 
the assumption that the profits have been placed in a 
common pool and then redistributed each successive year. 
This process is continued each year. In the second instance 
such plans ignore the rights of the older issues and may 
result in a new series of stock, securing advantages at their 
expense. Suppose in the fourth year the association, 
through unfortunate investments, has not earned a profit, 
but the total profit for the first three years equaled $3000. 
The fourth series of stock would have a share in the $3000 
of profits earned before it came into existence. On the 
other hand, these plans might have worked to the dis- 
advantage of the fourth series. If the profits of any one 
year are unusually large, owing to a very active demand for 
money or some other reason, the earlier series have, by 
virtue of their much greater average period of investment, 
a distinct advantage over the latter series in the distribution 
of the profit. 

The Invested Capital and the Dexter methods avoid 
a large number of these disadvantages by not only placing 
each year on a separate basis but by eliminating past profits 
in the distribution of current earnings. The method of 
computation under these plans is quite similar to that which 
we have already studied, the system of equated values being 
used. 

3. Invested Capital Method , — To the book value of all 
shares in existence at the beginning of the year add one-half 
of the dues 'payable during the year on all shares which 
remain outstanding at the end of the year. Divide the 
sum into the profits earned during the year to find the 
rate per cent of profit. Next multiply the book value per 
share at the beginning of the year plus one-half of the 
amount of dues paid in, by the rate per cent of profit in 
order to find the profit per share. Multiply the profit 
per share by the number of shares outstanding to obtain 
the profit per series. As an illustration, take an association 
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which showed at the end of its first year the following 
valuations: 

Series No. 1 — ^200 shares outstanding 

$12.60 Book Value per share 

Series No. 2 — 300 shares outstanding 

$6. 16 Book Value per share 

Series No. 3 and No. 4 were issued during the second 
year with 100 and 200 shares respectively. At the end 
of the second year, profits were found to be $525 for the 
year. 

Following the rules listed above for distributing the 
profits: 

Series No. 1 — 200 X $12. 60 = $2,520. 00 Book Value Beginning of Year 
Series No. 2 — 300 X 6. 16= 1,848.00 Book Value Beginning of Year 


$4,368.00 Book Value Beginning of Year 

Series No. 1—200X12 =$2,400 
Series No>2— 300X12 = 3,600 
SeriesNo. 3— 100X12= 1,200 
Series No. 4—200 X 6= 1,200 


$8,400 $4,200.00 One half dues paid in during the 

year. 

$8,668.00 Total Dividend Sharing Capital. 

$626. 00 -4-8668 = .061274 Rate Per Cent of Profit. 

Series No. 1 — ($12.60 plus $6. 00) X. 061274 = $!. 13 Profit per share for year 
Series No. 2 — ( 6. 16 plus 6 . 00) X . 061274 = . 74 Profit per share for year 

Series No. 3 — 6.00 X .061274= .36 Profit per share for year 

Series No. 4 — 3. 00 X . 061274 = . 18 Profit per share for year 

Value per share — end of second year 
Series No. 1-— $12.60 plus $12.00 plus $1.13 =$26. 73 
Series No. 2 — 6. 16 plus 12.00 plus .74= 18.90 
Series No. 3 — 12.00 plus .36= 12.36 

Series No. 4 — 6.00 plus .18= 6.18 

It will be noted that in the distribution of profits by 
the invested capital method, the net profits of the year 
only are distributed. The profits of prior years, which have 
been distribuied, are not redistributed. In this respect the 
method differs from the partnership method and Rice^s 
method. 
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4. Dexter Method , — Let us assume that there are four 
series of stock with book values and numbers of shares as 
follows: Series 1, book value $38.85, number of shares 500; 
Series 2, book value $25.28, number of shares 600; Series 3, 
book value $12.33, number of. shares 400, and Series 4, 
number of shares 500. The profit and loss statement reveals 
a profit of $3000 for the fourth year. We would first ascer- 
tain the equated value of the total book value of various 
series issued and add to this the equated value of the actual 
dues paid in on each series for the year just ending. This 
would give: 


Series No. 1— $38.85 X600X12 =$233,100 

12 X600X 6i= 39,000 

$272,100 equated value 

SeriesNo. 2— 25.28 X600X12 =$182,016 

12 X600 X 6i= 46,800 

228,816 

Series No. 3— 12.33 X400X12 = 69,184 


12 X400 X 6|= 31,200 

90,384 

Series No. 4 — 12 X600 X 6§ = 

39,000 


$630,300 

There are several other methods, more technical in char- 
acter, of arriving at the above result. However, this is 
sufficient for our purpose. Now it is easily seen that the 
proportion of the $3000 profits of the fourth year which 
belongs to each series is the relation which their equated 
values bear to the total equated value of all of the series in 
the association. The results, therefore, would be as follows : 

272 100 

— of $3,000 =$1,295. 10 to Series No. 1, or $2.69 plus per share 

630,300 

228 816 

— ■ — of 3,000 = 1,089. 08 to Series No. 2, or 1 . 81 plus per share 

630,300 

90 384 

— of 3,000= 430.20 to Series No. 3, or 1 . 08 plus per share 

630,300 » 

QO 000 

— ' — of 3,000 = 185.62 to Series No. 4, or 0.37 plus per share 

630,300 

Total 


$3,000.00 
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Adding the earnings belonging to each shaxe of each 
series, and the dues paid in during the year to the book 
values at the end of the preceding year, we find that the 
present book value of each share in each series is: 

Series No; 1— $38.86 plus $12 plus $2. 69 = $53. 44 
Series No. 2 — 26.28 plus 12 plus 1.81 = 39.09 
Series No. 3 — 12.33 plus 12 plus 1.08= 25.41 
Series No. 4r— 12 plus 0.37= 12.37 

The foregoing method of computation has been materi- 
ally simplified by the casting out of common factors in the 
process of multiplication. For example, each share of the 
first series at the beginning of the year has a book value 
of $38.85. This amount will work throughout the 12 months 
of the fourth year. The $12.00 per share paid in for the 
current year will work for an average of 6| months. This 
is the same as considering $38.85 as working for one year 
plus $6.50 working for the same time, or a total of $45.35 
working throughout the entire fourth year for each share 
of the first series. On 500 shares outstanding, the equated 
dues on an annual basis, will be $22,675.00. 

To summarize the entire problem we can present the 
results as follows: 

N Series No. 1—38. 86 plus 6. 60 = 45. 36 X600 =22,676 

Series No. 2 — ^26.28 plus 6.60 =31.78 X600 = 19,068 
Series No. 3 — 12.33 plus 6.60 = 18.83 X400 = 7,632 
Series No. 4 — 6.60 = 6.60 X600 = 3,260 

52,626 

^ t -i 

Profits of $3000 for the fourth year divided by $52,525 
equated dues for all series for the year equals 0.057115659. 

$22,676X .067116669 =$1,296. 10 Profit for Series No. 1 
19,068 X. 0671 16669- 1,089.08 Profit for Series No. 2 
7,532 X . 057116669 = 430. 20 Profit for Series No. 3 

3, 260 X. 0671 16659= 186.62 Profit for Series No. 4 

$3,000.00 
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QUESTIONS AND PROBLEMS . 

(a) Questions 

1. Name and describe the main t 3 rpes of building and loan 
associations. 

2. Differentiate building and loan associations from other cor- 
porations. 

3. What is the most common method of stock issue by a 
building and loan association, and how is it paid for? What value 
attaches to a share of stock? 

4. Explain the making and recc^rding of loans by a building and 
loan association with regard to: 

(а) Types of loans usually made. 

(б) The security for each type. 

(c) The books and records in which the loans are 

recorded. 

(d) The information kept in these books and records. 

6. Differentiate between the following methods used by a 
building and loan association in distributing profits: 

(а) Partnership Plan. 

(б) Rice’s Plan. 

(c) Dexter’s Plan. 

6. A building and loan association keeps the following books 
and records: Cash book, members’ roll book, mortgage loan 
register, and stock loan register. Explain fully the information 
recorded in each book and how each book aids in the preparation 

of the annual report. 

) 

7. (a) What are the sources of income of a building and loan 
association? 

(6) A building and loan association earned $4088.00 from 
interest on mortgage loans during the year. From what books 
and records would you obtain your facts to prove this figure? 

8. Explain^ the following terms used in building and loan 
accounting: 

(o) Stock loans. 

(6) Withdrawal value. 

(c) Delinquent dues. 

(d) Premiums. 

(e) Book value. 
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9. What are the accounting problems of a building and lo^ 
association? Which is the* outstanding one? 

10. A building and loan association showed the following items, 
among others, in its annual report: Mortgage loans $83,017.80; 
dues liability $69,066.00. How would you test the correctness of 
each of these figures? Indicate from what source you would 
obtain each item in your proof. 

11. You are called upon to install an accounting system for 
the Beta Building and Loan Association. The association will 
open new series in April and October of each year. Mortgage 
and stock loans will be made to members. Dues, interest, etc., 
are payable each month. The secretary will keep the books and 
records of the association, and the treasurer will have custody of 
the cash and securities. 

(а) What books and records should the association have? 

State the purpose of each. 

(б) What precautions should be taken to prevent the 

treasurer from paying out funds for unauthorized 
purposes? 

12. Assume a building and loan association uses only a col- 
umnar cash book as a book of original entry. How would adjust- 
ing entries be shown? 


(b) Problems 

1. The Independence Building and Loan Association reported 
a profit of $526.13 at the close of its first year. The shares out- 
st^ding at the end of the first year were as follows: 


Series 

Shares 

Paid per Share 

1 

961 

$12.00 

2 

476 

8.00 

3 

525 

4.00 


Distribute profits under the Partnership Plan. 

2. The Ideal Building and Loan Association issued the follow- 
ing stock statement at the close of its second year, May 29, 1932: 



QUESTIONS AND PROBLEMS 


51 


Series 

Shares 

Paid 

per 

Share 

Total 

Paid 

Profit 
per Series 

Book 
Value 
per Series 

Profit 

per 

Share 

Book 

Value 

per 

Share 

1 


$24 

$27,144 

$2533.44 

$29,677.44 

$2.24 

$26.24 

2 

HI 

12 

2,916 

136.08 


0.56 

12.56 


1374 


$30,060 

$2669.52 

$32,729.52 


■ 


At the end of the third year the roll book showed the following 
shares outstanding: 


Series 

Shares 

Paid per Share 

1 

1075 

$36.00 

2 

225 

24.00 

3 

341 

12.00 


The association allows no profits to any shareholder withdraw- 
ing before the end of the third year. The profit and loss statement 
shows total profits for the three years $5892.63. You have been 
asked: 

(а) To determine the amount of profits forfeited by with- 

drawing shareholders during the year. 

(б) To determine the amount of profit to be distributed 

during the third year under the Dexter Plan. 

(c) To prepare a stock statement as of the close of the 
third year showing the distribution of profits under 
the Dexter Plan. 

3. The Social Community Building Association submitted the 
following balance sheet to its stockholders July 1, 1932: 




Mortgage loans 

$50,150.00 

Stock loans 

6,825.00 

Cash in bank 

532.29 

Real estate 

6,500.00 

Dues in arrears 

374.00 

Interest and fines in ar- 


rears 

336.45 


$64,717.74 


Labilities 

Instalment stock dues. ; . $56,025.00 

Dues in advance 50.00 

Contingency reserve. . . . 1,428.64 
Earnings due shareholders 7,214.10 


$64,717.74 


The treasurer's statement for the fiscal year ending July 1, 
1933, is given herewith*. 
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Cash Receipts 


Cash balance, July 1, '1932 $532.29 

Dues 12,081.00 

Interest 3,472.12 

Fines 64.72 

Real estate sold 6,000.00 

Mortgage loans repaid 3,125.00 

Stock loans repaid 275.00 


$25,550.13 


Cash Disbursements 


Dues withdrawn $4,175.00 

Interest allowed on dues withdrawn 371.12 

Mortgage loans 18,500.00 

Stock loans 425.00 

Beal estate expenses 462.15 

Salaries 300.00 

Other expenses 327.49 

Cash balance, July 1, 1933 989.37 


$25,550.13 . 


Delinquencies July 1, 1933, as shown by the members^ roll 
book, are: dues, $775.00; interest and fines, $471.63. Dues paid 
in advance, total $62.00. 

All real estate has been sold and the loss thereon is to be charged 
against the contingency reserve. The contingency reserve is to be 
increased to $1500.00 and is to appear on the July 1, 1933, balance 
sheet at that figure. 

From the above information, prepare the following statements 
for the annual report: 

(а) Balance sheet, July 1, 1933. 

(б) Profit and loss statement for the year. 

4 . The members^ roll book of the above association reveals the 
following shares as outstanding: 


Series 

Shares 

Paid per Share 

1 

363 

$60 

2 

381 

48 

3 

416 

36 

4 

231 

24 

5 

311 

12 


Prepare stock statement showing distribution of profits by the 
Partnership Plan. 
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6. The following trial balance has been taken from the general 
ledger of the Own-Your-Home Building Association: 


Cash 

Mortgage loans 

Stock loans 

Real estate owned 

Reserve for real estate 

Dues liability — ^last report 

Dues in arrears — last report . . 
Dues in advance — last report . , 
Profits distributed — last report 

Borrowed money 

Dues received 

Interest 

Premiums 

Fines 

Entrance fees 

Real estate rentals 


$2,447.77 

239,400.00 

8,660.00 

14,712.00 

$3,000.00 

186.416.00 

1,463.00 

112.00 

36.961.00 
8,600.00 

36.412.00 
13,131.31 

3,046.62 

291.07 

94.60 

649.00 


Real estate expenses 1,369.18 

General expenses 774.14 

Salaries 1,200.00 

Interest on borrowed money 600.00 

Withdrawal dues 6,187.00 

Withdrawal interest 318.41 

Matured stock — dues 7,280.00 

Matured stock — interest 3,120.00 


$286,611.60 $286,511.60 


The members’ roll book upon analysis shows arrearages in the 
following amounts: dues $2263.00; interest $1917.65; premiums 
$537.10; fines $102.63. Dues in advance amount to $183.00. 

Prepare balance sheet and statement of profit and loss. 

6. The third annual statement of Boulevard Building and Loan 
Association issued as of April 2, 1932, showed the following balance 
sheet : 

Balance: She:et — April 2, 1932 


Assets 


Liabilities 


Mortgage loans 

$47,260.00 

Due shareholders 

$44,266.00 

Stock loans 

7,875.00 

Borrowed money 

7,100.00 

Dues delinquent 

1,264.50 

Advance dues 

70.00 

Interest and premium de- 


Advance interest and 


linquent 

196.34 

premium 

13.00 

Fines delinquent 

31.60 

Due on withdrawals ^ . . 

345.46 

Cash in bank 

849.66 

Profits 

6,672.63 


$57,457.09 


$67,467.09 


1 Amount due shareholders on stock canceled. 
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The receipts and disbursements for the year ending April 2, 
1933, were: 


Receipts 


Disbursements 


Cash balance — ^last year. 

$849.65 

Mortgage loans 

$37,400.00 

Dues 

33,820.50 

Stock loans 

4,675.00 

Interest and premiums. . 

4,849.42 

Withdrawal dues 

792.00 

Fines 

184.62 

Interest on withdrawals. 

17.25 

Mortgage loans repaid . . 

8,000.00 

Borrowed money repaid . 

30,600.00 

Stock loans repaid 

3,300.00 

Interest on borrowed 


Entrance fees 

133.00 

money 

627.01 

Borrowed money 

26,100.00 

Salaries and expenses . . . 

1,407.62 


Due on withdrawals ^ . . . 

345.46 

Balance in bank 

1,372.85 

$77,237.19 

$77,237.19 


Delinquent dues amounted to $964; interest and premiums 
delinquent $122.36; fines delinquent $38.90. Dues paid in ad- 
vance totaled $90.00. Interest accrued on borrowed money 
$15.43. 

The roll book of the secretary showed the following shares 
outstanding on April 2, 1933: 


Series 

Shares 

Series 

Shares 

1 

754 

5 

550 

2 

71 

6 

8721 

3 

73 

7 

345 

4 

331 

8 

187 


New series are issued every six months. 

From the above information prepare the annual report. 

* Amount due shareholders on stock canceled. 
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INSURANCE COMPANY ACCOUNTING 
(A) Fire Insurance 

CHAPTER VI 

FIRE INSURANCE COMPANY PROCEDURE 

One of the most serious hazards confronting the business 
man is that of fire. The capital invested in a business, 
buildings, machinery and tools, merchandise inventories, 
and furniture and fixtures may be destroyed at any time 
by fire, resulting in either a complete or partial loss of capital 
goods, disruption of business operations, and loss of employ- 
ment and wages to the workers formerly employed. Busi- 
ness men have endeavored to protect themselves against the 
possibility of loss arising through fire. As a result of this 
need for protection from fire and other unpredictable hazards, 
an enormous business has grown up, the business of insur- 
ance. It is now possible for a property owner to protect 
himself against losses arising because of fire, tornadoes, 
earthquakes, burglary, etc. Individuals protected against 
hazards by insurance are reimbursed for losses sustained. 
Many risks of like character are combined, and the com- 
panies insuring them collect from the many to reimburse 
the unfortunate few. 

It is the purpose of this chapter to consider the practices 
and procedures of fire insurance companies and of the 
next chapter to discuss the accounting methods and controls. 

55 
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Definition of Fire Insurance 

^ Fire insurance may be said to be a means whereby the 
risks incidental to fire are shifted from the individual to the 
group. On the basis of past experience, insurance com- 
panies approximate the fire loss for a given period of time. 
The cost of the loss can be assessed against the many who 
desire protection against loss of capital. The assessments 
levied against the many in the form of pre miums can be 
used to defray the losses incurred. 

Protection against Fire Hazard 

A person may use all the precautionary measures at his 
command to protect his property from fire and yet suffer 
severe fire losses. Although fireproof construction offers 
splendid protection and although fire extinguishers and auto- 
matic sprinkler systems have reduced the fire loss to 
a marked extent, statistics show that the fire hazard in 
this country is still tremendous. Therefore, since property 
may be destroyed by fire, and since it is uncertain which 
particular structure will be subjected to such loss, it behooves 
the owner to choose between trusting to luck that his 
property will not take fire and setting aside a certain amount 
of money at regular intervals to insure against such a 
contingency. Protection may be obtained by self-insurance, 
designed to enable the property owner to carry the risk 
himself, or by the familiar form of fire insurance, whereby, 
for a stated payment designated as the premium, the risk 
of loss is assumed by a group. 

The constantly increasing amount of insurance carried 
by insurance companies shows that self-insmance has dis- 
tinct drawbacks. The yearly increase in the volume of 
insurance handled gives rise to reductions from time to time 
in its cost, which, in turn, have encouraged the further buy- 
ing of insurance on the part of the public. For a compara- 
tively small premium a very large amount of insurance 
coverage can be. obtained for any period. 
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Other Benefits of Fire Insurance 

' The protection offered by fire insurance companies, 
though of the utmost value, is but one of many advantages. 
There are many features of insurance which indirectly aid 
greatly in the conduct of modern business. 

The first of these indirect advantages is the reduction of 
the fire hazard. Insurance companies offer lower rates on 
properties where the risk is reduced through the applica- 
tion of preventive measures. Consequently, insurance com- 
panies have been instrumental in causing property owners 
to protect themselves, and incidentally the companies as 
well as the property owners have profited. 

A second advantage, which hinges upon the reduction 
of the fire hazard, is the minimizing of loss caused by the 
retarding of production. Since fires today are far less likely 
than formerly, a greater continuity of production, with its 
attendant preservation of income for employer and employee, 
is assured. 

A third advantage is that fire insurance serves as an addi- 
tional guarantee for loans made on property of an insurable 
nature. Through the medium of insurance the lender can 
be protected against loss in the event of the destruction by 
fire of property used as the basis for a loan. Without this 
protection the risk would be greatly increased and the 
lender would be obliged to charge a higher rate of interest. 

A fourth advantage is the stabilizing effect of insurance 
on prices of commodities. The expenses of a business are 
absorbed in the selling price of its product. It naturally 
follows that expenses incurred through fires must be charged 
in the selling price and therefore borne by the consumer. 
Any reduction in losses by fire should lessen the cost of 
production, and therefore lower the selling price. Insur- 
ance also steadies prices in that the yeaCrly expense in the 
form of premiums paid by the owners of property is incon- 
sequential compared with the losses from a serious fire that 
would have to be borne by owners who carried no insurance. 
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State Supervision of Insurance Companies 

An insurance department with authority to execute the 
laws of the state governing insurance exists in most states. 
The head of this department in Pennsylvania is called the 
Insurance Commissioner. He has power to issue certificates 
to insurance companies authorizing them to enter into insur- 
ance contracts. It is his duty to require every domestic 
insurance company to keep its books, records, accounts, 
and vouchers in such manner that he or his authorized repre- 
sentatives may readily verify its annual statements and 
ascertain whether the company has complied with the pro- 
visions of the law. At least once every three years, he or his 
agents shall examine the books and affairs of each domestic 
insurance company. He may investigate the affairs of any 
corporation, doing business within the state, that is in any 
way associated with any insurance company. He is further 
required to examine fire-rating bureaus at least once every 
three years, and in doing so has access to all books and records. 
He is also compelled to make annually a report showing 
the condition of companies doing business in the state. 

In Pennsylvania, an association of not less than ten 
persons, citizens of the state, may make application for the 
incorporation of an insurance company. In the application 
for a charter must be stated the articles of agreement con- 
taining the following information: 

1. The name by which the company shall be known. 

2. The class of insurance for the transaction of which 

it is constituted. 

3. The plan or principle upon which the business is 

to be conducted. 

4. The place in which it is to be established or located. 

5. In the case of a stock company, the amount of its 

capital. 

6. The general objects of the company. 

7. The proposed duration of the company. 

8. The powers it proposes to have and exercise. 
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The minimum paid-up capital required of stock fire insur- 
ance companies is one hundred thousand dollars. In addi- 
tion to the paid-up capital stock each company must have 
a surplus paid in at least equal to 50 per cent of the sub- 
scribed capital. 

A mutual company must hold bona fide applications for 
insurance upon which it shall issue simultaneously, or it 
shall have in force, at least twenty policies issued to at least 
twenty members, for the same kind of insurance, upon not 
less than two hundred separate risks. The maximum single 
risk shall not exceed 20 per cent of the admitted assets, or 
three times the average risk, or 1 per cent of the insurance 
in force, whichever is the greatest. It shall have collected 
a cash premium upon each application, which shall be held 
in cash or securities in which .insurance companies are 
authorized to invest. The total cash premium shall be 
equal to not less than twice the maximum single risk as- 
sumed subject to one fire, nor less than ten thousand 
dollars. 

Whenever applications for insurance, in the case of a 
mutual insurance company, have been received in sufficient 
number and amount, a statement shall be filed with the 
Insurance Commissioner showing: (a) the names and resi- 
dences of the persons applying for insurance; (b) the amount 
agreed to be taken by each; and (c) the amount of money 
in the hands of the treasurer. The articles of agreement 
should be acknowledged in duplicate by the subscribers and 
forwarded to the Insurance Commissioner. After being 
approved by himself, by the Attorney General, and by the 
Governor, letters patent are issued. 

As soon as the entire amount of the authorized capital 
of a stock fire insurance company has been paid in, the 
president or secretary of the company shall notify the Insur- 
ance Commissioner that, it is ready to commence business. 
Upon satisfactory examination by the Insurance Commis- 
sioner a certificate will be forwarded to the company author- 
izing it to commence business. 
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Investment of Capital 

The capital of a fire insurance company shall be invested 
in accordance with the provisions of the law. The regula- 
tions with respect to a stock fire insurance company apply, 
also to a mutual fire insurance company, and are as follows : 

(1) In the following kinds of real estate: 

(a) Such as shall be requisite for its convenient 
accommodation in the transaction of its 
business. 

(h) Such as shall have been conveyed to it in 
satisfaction of debts previously contracted in 
the course of its dealings. 

(c) Such as shall have been purchased at sales upon 
judgments, decrees, or mortgages, obtained or 
made for debts due the company, or for debts 
due other persons where said company may 
have liens or encumbrances on the same, and 
the purchase is deemed necessary to save the 
company from loss. It shall not be lawful to 
purchase or hold real estate in any other case 
or for any other purpose. Any real estate 
other than that necessary for its accommoda- 
tion in the transaction of its business, which 
has been held for a period of more than five 
years, shall be sold and disposed of within a 
period of six months after due notice from the 
Insurance Commissioner. 

(2) In bonds of the United States or District of ColunrfDia, 
or of any state or territory of the United States or 
Canada, and in farm loan bonds issued by Federal 
Land Banks. 

(3) In the legally authorized bonds or notes of any city, 
coimty, township, municipality, school, or water dis- 
trict of the commonwealth or of any other state or 
territory of the United States or Canada. 
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(4) In the bonds or notes of any solvent railroad or street 
railway corporation upon which no default in interest 
has been made. 

(5) In ground-rents and loans upon improved and unen- 
cumbered real estate. No loan on such real estate 
shall exceed 66-3- per cent of the fair market value 
at the time of making such loan. 

(6) Any such company which has one million dollars of 
capital and one million dollars of surplus may invest 
in the capital of any like company organized, under 
the laws of any state of the United States, solely to 
transact the same class of business in countries out- 
side of the United States. Such investment shall be 
limited to an amount not exceeding 30 per cent of 
the par value of the capital stock of the investing 
company. 

Investment of Surplus 

Any money over and above the capital may be invested 
in the securities above enumerated, or in the stock or other 
evidence of indebtedness of any solvent, dividend-paying 
corporation created under the laws of any state of the 
United States or loaned upon the pledge of the same, except 
its own stock. The current market value of the securities 
pledged as collateral for any loan shall be at least 20 per cent 
more than the sum loaned. Not more than one-fifth of its 
capital shall be invested in a single mortgage. If any 
investment or loan is made in a manner not authorized by 
the law, the officers or directors making or authorizing the 
same shall be personally liable for any loss occasioned. 

Annual Reports 

Every insurance company doing business in the state is 
required to submit to the Insurance Conunissioner a state- 
ment setting forth its financial condition on the thirty-first 
day of December of each year. 
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Insurance companies from without the state, authorized 
to do business in the state, are obliged to render a report 
on or before March first of each year, showing premiums of 
every character and description received from business trans- 
acted in the commonwealth, during the year, and to pay into 
the state treasury the requisite tax upon all such premiums. 

Since fire insurance companies are required to fill out 
forms prepared by the state, it is obvious that insurance 
companies will be compelled to formulate their accounting 
systems so that the required information will be readily 
obtainable. The law, therefore, exerts a potent influence 
on fire insurance accounting, and it is essential that account- 
ants be familiar with state regulations pertaining to insur- 
ance. Before attempting to study the accounting system 
of the fire insurance company, it is desirable to discuss the 
characteristic features of the business. 

The insurance business is based on the law of averages. 
Risks are assumed for a fee called a premium. Xhe pre- 
miums must be sufficient to provide for payment of claims, 
administration expenses, and profit. Fire risks call for the 
payment of premiums in advance for the full term for which 
the insurance is effective. A premium received is, there- 
fore, to be regarded as a constantly diminishing liability; 
this liability is called an unearned premium. 

The unearned premium is one of the main reasons for 
state supervision of insurance companies. Stringent laws 
regulate the investment of unearned premium funds as 
well as of capital and surplus, since an insurance company 
is looked upon as a financial institution in which the ele- 
ment of public trust is present in an exceptionally high 
degree. 

Preparation of the Annual Report 

The annual report of each fire insurance company, which 
is made to each state in which it is authorized to do busi- 
ness, contains sufficient information to enable the insxrrance 
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department to check up violations of regulations. It also 
makes possible the assessment of taxes in a very efiScient 
manner. 

The report, though voluminous, can be divided into two 
general groups: first, that group dealing with the com- 
pany's financial condition at the end of the year, properly 
supported by schedules of the more important assets and 
changes in the assets during the year; and second, state- 
ments of business effected and in force during the year. 
In depicting its financial condition, a company must give 
the information called for in the specimen report as shown 
herewith on pages 64 to 69. This report contains the fol- 
lowing exhibits, supported by detailed schedules: 

I. Capital stock. 

II. Income. 

III. Disbursements. 

IV. Ledger assets. 

V. Liabilities. 

VI. Recapitulation of fire risks and premiums. 

VII. Underwriting and investment. 

The real starting point of the report is the amount of 
Net Ledger Assets at the end of the previous year. To 
this amount is added Income, and from the resultant balance 
are deducted Disbursements. The balance obtained should 
equal the Ledger Assets at the end of the year. It will 
be noted that the statements of Income and Disbursements 
show merely the net changes which have taken place in the 
ledger assets during the period under review. 

To the total of the Ledger Assets so ascertained there 
are added numerous items which, since they do not appear 
on the books, have been classified as Non-Ledger Assets. 
Assets which, as a rule, cannot be realized upon quickly or 
which will bring but a fraction of their worth at a forced 
sale are next deducted in order to ascertain the Admitted 
Assets. Admitted Assets are those which are looked upon 
as immediately available for the liquidating of liabilities. 
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trauporfadon . 

Tm*^ m (mtn 

ptiifH ttm) Ml QdM • 

Hail (growinfcropa only) 

Sprinkler leakage . 

Riot, dvil oommotion 
and exploaion . 

Aircraft . » . . 

AU other, via: 


^et amount paid for Iomm Incurred b previout yean induded in item 13. Col. 5 t ) 

Loaa adjuatment expenaca . > . • . . . . * • . 

Agenta’ oompenaation. indudiog brokerage . . . .. «. \\ • — 

Agenta* allovanoea . . . ^ . o ^ • ci f t. — 

Field atiperriaory cxpenaea: 

(a) Salariea of field tnea .. ^ > •• . 

(b) Expeoaea of field men . . . . . •*,«.. » .* 

(c) Execotive— travdiog expenaea of othem than fidd men ^s-ssas 

Salariea and faaa-directora, officeri and derka . . 

Renta, induding I rent only for oompony'a occupancy ol buMngi owned . ... 

Genera! office maintenance and expenae . ' . * . •,» it 

Fumitura and fixtures, including rent of and repaira to tame .. • .>•/ * <. 

Mapa. including oorrectiona . . ^ 

Impectioat. aurveya, commercial reporta and fire recorda, iddudlng underwritera' boarda and tariff aaaocUtiona 
TaxM. license and fees: 

(a) State taxes on prpnuuma 

(b) loaurance departroept . . / ^ « . • n • 

(c) Other atate taxea ^.2 «, v* (.*(••« t* <* 

V (d) Federal ..r . . . 

<e) Fire department ^ . 

(0 Fire patrol and salvage corps . •. «. k ^ ^ 

^ Another (except on real eatate). ... v 

Postage, telegraph an^ tdephohe. exchange and expreaa . . « v. . 

Legal expenses, excluding legal expenaea on lomea . . . . i ^ » 

Advertising and lubacripttona . 

Printing and atationery 

Misodlaaeoui. itemised, (a) — ... — 


31. DepdhiC pramiuma returned on ptrpetual riakt. i • 

83. Agca6' balanoea chacged off. 

9X Real eataia expenaea: 

(a) Re^ra and expenaea . * . ... * • . * ., « . # • c ,* 

(b) Thxea ^ . 

34. Remittances to Horae Office by United Sutea Branch (groat) • (« 

80l Decreoae in liabilities during the year on aoobont of retnauranoa treatieft . 

M. Borrowed money repaid groM Sl. Jets amount borrowed t , „ • • 

|7. lotereat on borrowed money . t . . . •,<* . • 

S3. Paid atockhoidcra for dividend! (amount declared during the year, caih. , 

•toek, f — .) . . . / • <. • 'v . * # 

83. Scrip or certificatea of profit redeemed in cash, .t — ; intereat paid to aeripholdtra. 

S — .. \ • • • *1 • H *> t •. '/jr 

^ Groaplomoaaalaormatarityof ladlg!arametB.via: 

(a) Real aatata^ par Schadule A 

(b) Bpoda. par Scfaadula D. 

(c) Stocks, per Schedule P • < w. .. 1 . 

41. Groif dacraaae. by adinatmcnt. in book vahit of ledger Msets. via: 

{a) Real estate, per Schedule A. • * •'» 

<b) ’Bondf, per ScheduU D (Including u m c r tiau ti on nl premiums) . « 

(<) Smcki. par Schedule D. ^ 

4R . Total DlihiifMniMitu .•a...«a • •• ••••« 

4R BAUiact 


■laaifaan! 

SS!B!!SSS! 
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ANNUAL mnHINr FOR THI TEAR l«W OF TH» . 


IV-LIDGBR ASSETS 

BookvdiitcfriilemteOmt HCTiabfftcw), ptr Scfaadak A 

Mortpgt leui oa rati Mttte, par SdMdula B, fint tkna* t. ,., ■■■ , 

other than fint, * - , 

Loom Mcured by pladf* of booda, atockt or other ooUatcral, par Schadula C. • • 

Book value of bonds, t and 


, per Schedule D 


Cash In company’a office 

Depoeits in tmt companUa and banka not oa intenet, per Sdiedule N. • • 

Depoelta la trust compafuee and banks oa interest, per Schedule N. ^ 

(a) A£enta’ balances reprcsentinp business written oo or after October 1 of curreat year • 
(^) Agents' balances representing business written prior to October 1 of current year 


Bills receivable, taken for fire riska . 

Bills receivable, taken for risks other than fire 
Other ledger assets, vis: 


Total Ledger Assets, as par Bakoce on page 3 . 


Non-Ledger AtseU 


Interest due, 


Interest due, | 
Parti. . 


...on mortga^ per Schadule B . < . 

ucm collateral loans, per Schedule C, Pert 1 . 
..jon bonds, not in default, per Schedule D, 


Renta and Interest due, I 


^on other aseets, (give items and amounts) 


a company'a property or lei 


Market value of real estate over book vnlua, per Schedule A 
•Market » ^ 


Aroorthwd or investment 1''**“® t®®* Including Interest In item 19) of bonds over book value, per Schedule D 

i. Market value of stocks over book value, per Schedule D 

Other non<ledger aseets, vis: — — — 



Deduct Aasets Not Admitted 


81. Company*e atock owned, — 

88. Supplies, printed matter and stationery . 


88. Furniture, fixturea and aafse 

84. Agents' balances repraienring buaincaa written prior to October 1 ol current year. 

85. BUia recrivable, past due, taken for premiums a 


35. Excess of bills receivable, not past due, taken for riska over the unearned premiume thereoa . 
87. Loans on personal aecurity, endorsed or not. ........... 


39. Book value of real estate over market valua per Schedule A 

40. Book value of bonds oser or Invwtmentl ®**'»*» Schedule D 

40A. Book value of stocks over market value, per Schedule D 

40B. Intercet due and accrued oo mortgage loans (state basit) 


4L Other aasets not admitted, via:.......^ 

41. Depoeita ia suspended banks, leas 1... 
48l Total Admittad Aaaeta 


ntimated anouat nooverabit 


(a) Aaeeey and keiat oAce weedwM m( ever thiet weaS tu 4ua less nleawaac^ rstere Mewlixea 
oStbalsiKMk NoetlkwiiematobeiadwM. 

^ AycyaadiieiBsellWtpitiahwBsevif Umei>etksda^lawti is ee r s a e a, wtMm fi v l ii n a e 4 
^ llemsieMtnchiM. 

eglghsei •Marine* e»**Aii»ertlss4 erlewuin^^ 
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ANNUAL STATiMBNf rOR THE YEAR 1911 OF 1 




Voifmtodtkimt 


V-UABIUTIES 


In 

(a 

m 

H) 

m 

a> 


A4Msd 

1 Rtpoitfd oris 

1 mctt$9( 

1 A4iuuMat 

Incurrsd 
buC not 
lUportsd 

Rsristed 

TmsI j 

Poduet rslAsnraiMS 
per 8cb«dul« E, 
tolumns (2| 
and (4) ' 

NetUapaUOriae 


t Fir*. . . . 

9 . Oonn uuuiM . . 

4 . Motor vriuck* 

A Earthquake . 

A Inland navigatioa 
transporution . 
7. IWMii, vtaMoni, Ml 


Hail (growing crops only) 

SprinUer leakage . 
Riot, civil commotion 
aodtxploaion . 


Aircraft . 

JUI other, vis: 


15. Estimated expenses of investigation and adjustment of tosses (paid losses, A-., — ; unpaid losses., ) 

I A *Crou premiums (lets reinsurance) received and receivable upon all unexpired Are risks. i 

unearned premiuiqa thereon, per Recapitulation, page 7, item 18, column 5 $ 

17. *Cross premiums (leas reinsurance) i^ved and receivabie upon all unexpirsd risks, other than fire risks, 

f ; oneamed premiums thereon, per Reca^tulatlba, page 7, item 31, oolunui 7 . • 

lA Total unearned premiums as oomputed above. * • • • • , . 

lA Amount rtdaimable by the ineured on peq^ual fire iniursnoe polictee, being ■■■ per tent of the premium or deposit received . 

ML Unused balances of bills end notes included in admitted assets, taken in advance of premiums on open marine and inland policies or other- 
wise, returnable on settlement not included in items 10 and 17 above . 

SL Friadpal M"p***d on scrip or certificates of profiu authorised or ordered to be redeemed. 

SL Interest due or accrued, including — on borrowed money, . « • . . , * > . • • ... 

Ml Dividends d^ared and unpaid to ftockholdcre, S to poflcyholdere, A. . 

14. Salariea. rents, expenaee, bOla, accounts, fees, etc., due or seemed *■— 

88. Estimated amount hereafter peyeble for federal, state and other taxee based upon the bualaeas of the year of 

this et at amen t . .... — 

9A CootiagentcommWooaorotharchaifNduaoraceraad 

87. Fundi held under raiaettfanca teeatlea 

88. Due and to beco m e due for borrowed fBouey . ’ 

89. All other i iabili t iee, via : , ■■ - - 

80 . : 

11. i-- 


H, Total Amoittit of All U a b il l tiae, Eicapt Oapiul 

81 Capital peld op . 

81 SurpNaovefallllabllltka 

II . Eurpluaaarigardapolkyheldeft. 


81 Amount of such snrplue which constitutes a permanent reserve fund represented by scrip which by the terms 
of its issue cannot be redeemed so qs to diminish said reserve (mrried inside). 8 

*By groes premiums is meant tha aggregatt of all the premluma written in Che polldes or renewals and/oT. 

ceotracuofreiiMwaiica. Art they to returaad la thia ttatemaat? Axuwtr: 



HUH 
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ANNUAL BTAHIUNT FOR THR VlAR 1484 OF mt ^ 


- awe 



tWiSM ef mtm mmm ef Ofoww) 



UNDERWRITING AND INVESTMENT EXHtBlT 
Showini tiM SouroM of cho IncrauM and tht IHenum in Surplus Dnriiii tho Tsar 


UNDERWRITING EXHIBIT 
PREMIUMS 

'1. Total Prsraiuaiii, par items 17 and IS, page 2, 

lu-. las t 


Gain in SvtrLOS I Loss in Sunplus 


3. Add unearned premiums December M of previous year, 
per item 4 of last year’s exhibit ...... 


4. Deduct unearned premiums December 31 of current year, 

per item 18, and I. reclalmabte on 

perpetual insurance per item 10, page b . . * . 

d. FtemJuns earned during the year • , « , 

LOSSES 

6. Losaa paid, per Item 13, page 3 . . « . . . 

7. Add atvage and reinsurance recoverabte December 31 

of previous year, per item 0 of last year's exhibit . 

8. Total 

0. Deduct Mlvage and reinsurance recoverable December 81 

of current year, per items page 4 

IOl Balance. . . . 

11. Add unpaid losaee December 3L of current year, per item 
Uipsgeb . • . 


13. Deduct unpaid lossee December 31 of previous year, per 

item 11 of laat year’a exhibit 

14. Losses Incurred during the year. . . . . . 

LOSS ADJUSTMENT EXPENSES 

15. Loss adjustment expensec paid during the year, per itm 

15, pegeS 

16. Add toee adjustment expenses unpaid December 8 let of 

current year, per item 15, page 3 


18. Deduct lots adjustment expenses unpaid December Sist 
of previous year, per item 10 of last year's exhibit . 

17. Loss adjustmant ospanass Incurred during the year . 

UNDERWRITING EXPENSES 

90. (c) Underwriting expenses paid during the year, per items 
on page 3 leee mvestment expenses included therein 

21. (a) Add underwritiM expenses unpaid December SIst of 
cuQPSOt year, par liability exhibit, pegs 5 * * « 


88. Dsduct underwriting expenses unpaid December 31 of 
prtvioua yea^' per item 21 of last year's exhibit . . I 

94. Underwriting expanses incurred during the year. , 

25. Underwriting losses end expenses 

Si from underwriting during the yser . 

UNDERWRITING PROFIT AND LOSS ITEMS 
87. Ceitt from agents' balances previously charged off, per 

item 85, page 2, — .... and from other 

underwriting iocome f. — ..................... per income 

exhibit, page 3 - 


88t Low from sgente* balances charged off I 

and from other underwriting di^urasiuents. 

S par disbursement exhibit, page 3, 

other then losses imd expenses, per Items 0. 15 end 

90 of this exhibit (s) 


90. (b)-.-— from items 97 and 23 . 

80i Agents' balances and bUje receivable not admitted 
Decsober 81 of previous year, per item 81 of last year's 
exhibit i 

8L Agents' balances and bills rec^vable not admitted 
Dscssmber 31 of current year, per items 34, 35 and 86, 

paged 1 ! 

88. (b)..,— from items 30 and 31 . , . 

88. (b) ....... irom profit and loss Itonu « . 

84. (b) underwriting and profit and j 

lost Itmaa during tha year (carried forward) 



(U Write "Osla" or “UW". 

^ (d le Ol4w msseumeaifers^vB tlw reports of the wsrioMcaniwelasenooapxnlw Aft dhectad to tndodehtbbhtmxB dlibetswMawsxeiecpanDMta to poNcvholdenLgerHBfll 
IgpSfOlieiMMelineischa^tf, taken, 38, pan SiioMadWmnt exptnsM;r^»H tspseswasdruisoa real sMst«:Ncli ether taxes and fme as apply to lavagSHwSperssfwl 
to MctMditij ds^ p^uTO ratori^ enaak oriast^ sad daensss la book value e( It^ smea^sm! such etkw it(tts,d aay, m are kaowa teapply 

jS^SdSSSUm*' ^ Ike total cf laid itvaa ai iavwtaant eapaaeae eawaghtli of oa% esat. ef the aaaa iavsNid assica vist S«l asisie omSl 


atyrity aad dwnaas la book value of M|« aw«a..aiid eucb odMr itoaa, ¥ oay, aa are kaowo to apply 
■ iavwtaaBate)i(M 0 oaeea»a||htli efoMpwesat.efcbeaaaaiavssCidassitaviM Spy asMteovaatb 
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ANNUAL CTATBMBNT FOR TUB YEAR 19M OF 


INVB3TMBNT EXHIBIT 


BipoKht forwtrd 

INTEREST AND RENTS 



SR lfttcreit,dtvldnd*aiMl renttriceivvd during theyttr.pir item 

tr, pm 2,)eM item 37. page 3. and g 

tnortitttion nod plus A socnul . 

S7. Deduct intarest, dividends and rents due end accrued 
December SI of previous year, per item SO of last 
year’s exhibit . . . - 

‘88L 

so. Add htereet. dividends and rents due and accrued 
December 81 of current year, per Item 24. page 4, 
leas the sum of item 22, page 5, and item 4pB, page 4 . 

40. Add Interest and rents paid in advance December 31 

of previous year, per item 42 of last year’s exhibit . 

41. Total ' * . . . 

48. (a) Deduct Intarest and rents paid in advance December 

31 of current year, per liability exhibit, page 3. 

48. Crott Interest and Rents Earned During the Year I 
INVESTMENT EXPENSES 

44. (c) Investment expenses paid during the year, per dis* 
burseroent exhibit, page 3 (attach exhibit): 


48. Deduct mvestment eiepenaei unpaid December 31 of 
previoua year, par item 47 of last year’s exliibit 

46. Balance . 

47. (a) Add inveatment expense* unpaid December 31 of 

current year, per liability exhibit, pagf 5, 


4& Inveetmant expeoaee Incurred during the year . 

40. Net Intereet and rente earned daring the year . 
PROFIT ON INVESTMENTS 

80. Gein from tale of ledger aaaeta, per Item 36, page 2. . . 

81. Gain from increaaa la book value of ledger assets, other 

than for aocruals, per item 37. page 2 . . . . 

88. Gain from change in difference between book and market 
value during the year • . 

Gain from other investments, via: (Give items ami 
amounts) 

84. Profit on Investments during the year • * • . 

LOSS ON INVESTMENTS 

68. Loss from sale of ledger aaseta, per item 40, page 3 • 

66. Lon from decrease In book value of ledger aaaets, other 
than for amortisation, per item 41, page 3 . . . 

87, Loas from change in difference between book and market 

value during the year 

88. Loaa from other investments, viz: (Give items and 

amounta) 

88. Lots on Inveatmeots during the year . . . 

60. (b) from Inveatment profit and loss items 

6L (b). .^ ^ ,..., .^.from Invsstments during the year . 

88. Tote! gains end losses from underwriting and invest* 

.... 


MISCELLANEOUS EXHIBIT 
68. D(vt8eDds dedared to stockholders during the yssr 
64. Dividends dedsred to policyholders during the yesf 
68. Remittsnoes from Home Office (gross) . . . 

66. Remittances to Homs Office (gross) .... 

67. ...........xrsaae In spsdsl reserves . . . • , 


7a 

7L Nct(b) from items 63-70 

78. Total gains and losses in surplus during the year 

iz» Sorptus December 81 of previous year, per item 74 of last year’s exhibit 

74; Surplus December 31 of current year, per item 38, page 8. ...••'.»•• . 

76. ...mm.^suss In surplus during tbs year (enter in column to balance) •'«••• 

76. Totnis ’ . . 

77. Per esnt of teasea incurred to premiums earned — u. 

7R Fy cent of loss adjjistment axpeaaea incurred to pfemiuma earne d 

78. Per cant of underwriting expense lacuged to premiuma earned — 

la Percent of ihvBstmenteKpeoaea incurred to groaaintereat end rente ear ned , r .. 

8L Fsr cent of total kMsca and txpenaes incurred and divideiids declared to total Incoaos earned (sum of lines 28, 48, 88, 
68 and 64 divided by tbs sum of Unas A. 33. 48 and 84) 


^ ;a< la4aff&jma.em * d(| ^ ef .sas p 
fseg mi aadsadirsikar liaMrt,say, as sis 


pwjBest d yiff asS^iriK*ti!liimi| 


■ ea fwl snalet saib otSsr tsMS sod Ism ssapply IS hnusoseiMs and psrsoasi 
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FIRE INSURANCE COMPANY PROCEDURE 


From the total Admitted Assets are deducted the Liabilities, 
to obtain the Surplus. 

The Underwriting and Investment Exhibit corresponds 
closely to a profit and loss statement. It reconciles the sur- 
plus at the end of the previous year with the surplus at 
the end of the current year. It is prepared with the aid of 
information appearing in the last annual statement and in 
the current annual statement. There must be considered 
accrual and other liability items which appear in both 
reports, but in most instances do not appear upon the 
ledger. Examples of these items are, interest and rent 
accrued, unearned premiums, and losses unpaid. As the 
Income and Disbursements Statement shows merely the 
changes in the Net Ledger Assets, it is necessary to refer 
to the Underwriting and Investment Exhibit to ascertain 
the sources of the increases and decreases in the surplus 
account. 

Other exhibits show total business in force, total volume 
of business written during current year, and business writ- 
ten, premiums received, losses paid, and losses incurred in 
each state receiving a copy of the report. 

Income and Disbursements Statement 

For one unfamiliar with insurance reports, the Income 
and Disbursements Statement needs additional explana- 
tion. We may contrast it with a statement of receipts and 
disbursements £ind with a statement of income and expense. 
A statement of receipts and disbursements is in reality a 
detailed treasurer's report, showing all cash received and 
paid during a period, the cash balance at the beginning of 
the period, and the balance of cash on hand at the end of 
the period. An income and expense statement reveals the 
changes in the surplus account of a business. A Statement 
of Income and Disbursements prepared for the Insurance 
Commissioner serves neither of these purposes. The income 
portion of the statement accounts for the increases in the 
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value of assets shown on the ledger. These increases may 
be due to actual income, to the creation of offsetting liabili- 
ties such as borrowed money, and to adjustments in the 
value of ledger assets. Transactions involving merely the 
exchange of one ledger asset for another are not reported 
in this statement. For example, bonds valued at $10,000 
may be sold for $10,000 in cash, thereby increasing the 
balance of cash and decreasing the value of bonds by an 
equal amount. However, if bonds carried on the ledger 
at $10,000 are sold for $10,350, the $350 is placed in the 
income statement, as this transaction has increased the 
total of the Net Ledger Assets. But accrued interest on 
bonds, mortgages, and other assets owned cannot be placed 
in the income statement since these items are not regarded 
as ledger assets. Decreases in ledger assets are reflected 
in the disbursement portion of the statement. This is 
neither a statement of cash payments nor of expenses. It 
includes the payment of accrued liabilities of the past flscal 
period but omits entirely the accrued liabilities as of the 
close of the current period. Thus it will be seen that the 
Income and Disbursements Statement does not give a true 
picture of the financial results oi the year. 

However, there is a decided similarity between a treas- 
urer's statement and the Income and Disbursements State- 
ment demanded by the Insurance Commissioner. A treas- 
urer's statement is a condensed report of the changes taking 
place in one asset accoimt called cash. If the “treasurer's 
report of cash^’ idea is applied to all ledger assets the changes 
taking place within the ledger assets as a group can be sum- 
marized in the Statement of Income and Disbursements. 

Fire Insurance Company Practice 

The business of a large insurance company is complex. 
Solicitors, called agents, are appointed to accept risks. 
Risks accepted must be charted or plotted on maps to 
enable the company ofl5cials to know when the maximum 
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FIRE INSURANCE COMPANY PROCEDURE 


hazard has been reached in any district. If risks accepted 
exceed the maximum hazard on any one building or in any 
given district, reinsurance must be effected. The company 
will then cover, through some other insurance company, 
excess hazards which have been accepted by it. Reports 
of fire losses are received daily, and they must be investi- 
gated by special agents or loss adjusters. If reinsurance 
exists, upon satisfactory proof of loss the company must 
file a claim for a proportion of the loss and cost of adjusting 
with the reinsuring company. 

The acceptance of risks necessarily implies the receipt 
of premiums. Premimns are collected by the agents, who 
render reports to the company. These premiums furnish 
the bulk of the income of an insurance company, but since 
they are received in return for services to be rendered in 
the future, the insurance company cannot regard them as 
earnings at the time of their receipt. The unearned portion 
of the premium, often called a reinsurance reserve, must 
be determined at stated intervals and invested in accord- 
ance with state laws. 

In addition to the premium collections, another source 
of income is interest on investments. Since the receipts of 
many of the companies aggregate millions of dollars during 
the course of a year, it is necessary that provision be made 
for proper investing of these funds, accounting for the 
investments, and collection of the earnings. 

It may easily be seen that the issuance of policies on the 
part of such a company, with the accompanying flood of 
premium payments and claims for losses, necessitates a 
thorough system of internal check either by means of a 
minute subdivision of work and reports or the instrumen- 
tality of an auditing department. Furthermore, it is often 
necessary to provide a statistical department to furnish 
information on policy expirations, to calculate the reserve 
required against outstanding policies, to prepare reports of 
insurance written and premiums collected in each state, and 
to determine the profitableness of the business of each agent. 



CHAPTER VII 


THE ACCOUNTING SYSTEM OF A FIRE INSURANCE 

COMPANY 


Detail Records 

Orders for insurance usually come from agents with whom 
the company has contracted to pay specified commissions 
in return for business written. The agents are supplied 
with policies, which are numbered consecutively. Upon 
the acceptance of a risk for the company, a policy is issued 
to the insured. A Daily Report (Form VIII), containing a 
description of the risk, amount covered, rate of insurance, 
location of property, and number of policy issued, is sent 
by the agent to the home office. Copies of special endorse- 
ments made on the policy are also attached to the Daily 
Report. The Daily Report is checked by the home office 
against Tickler Books (Form IX) which consist of a numer- 
ical list of the policies in the agent’s possession. This is for 
the purpose of determining whether or not the agent has 
accoimted for all the policies issued to him. The Daily 
Report is checked for rate, premium collected, and commis- 
sion due the agent. The next step is to chart the risk on 
the maps in the mapping or underwriting department. 
These maps are prepared for the purpose of enabling the 
company to determine the gross amount at risk in any 
territory at any time. 

The Daily Report is forwarded to the bookkeeping 
department, where it is registered on an Abstract (Form X) 
and a carbon copy made. These Abstracts, filed accord- 
ing to agency and policy number, are held in an open file 
awaiting the receipt of the agent’s monthly account. They 

are then checked against the items appearing in this account. 
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74 ACCOUNTING SYSTEM OF A FIRE INSURANCE COMPANY 


The s|Nce below lor Home Office use only DAILY REPORT 



uMnniissiOfi uisrira....*. 



Benewal of Poli^ No. 
Tariff No. 


{ 


Map: Sheet No.. 

Block No 

Street No 


BLANK INSURANCE COMPANY 

Other Insurance in this Company f. 

on or in SAME Premises. 

Other Insurance in this Company f — 

on or in ADJOINING Premises. \ 








O 

Amount $ 


tLatc 

Prcoxium $ 



PREMIUM: 




DOLLARS 


ASSURED: 








TERM: 




from the 


day of 

19 

,af noon. 


to the 


day of 

'19 

..at noon. 


Against all Direct Loss and Damage by FIRE. 




Not Exceeding 




Doliare 



EXACT COPY OF 

FORM ON POLICY 



/ 

This Renort Mailed 

. _ . Id. 


....... A0ant 









Foem VIII 
DAILY REPORT 






PREMIUMS WRITTEN (FIRE) 


DETAIL RECX)RDS 
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Form IX 


TICKLER BOOK 


Date of A. P. 

Taim 

Expby 

jjjjjyyillllllll^ 

Rata of CoQim. 

Piamlua 

Clatsification 

Suway No. 

AbtbacMiv 

Data Abatradw 


Inc. inAocLIorllonthof | 

I— 


locition 


KInitof 


PoKey 

Acancy 

State 

AiancyNo. 

0 

'Asswad 


Ralna.Co. 

No. 


CiMokad 




{REMARKS 


Form X 

REGISTRATION ABSTRACT OF DAILY REPORT 


w-<i— • BLANK INSURANCE COMPANY 
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AGENTS’ MONTHLY ABSTRACT OF POLICIES WRITTEN 

Agenoy No State No. Abstract of lire Policies Issued in Month 

of 10... By Agent At 
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After the agent’s account has been checked, the duplicate 
copies of the Abstracts are forwarded to the statistical 
department, which assembles data of many kinds concerning 
policies issued, location and types of risks, amount of 
insurance, etc. 

Once a month each agent renders to the company a 
report of business transacted during the month (Form XI), 
termed the Monthly Abstract of Fire Policies Written or 
the Agency Monthly Account Current. This report shows 



Form XII 

CANCELED REGISTRATION ABSTRACT 


policies issued together with the premiums thereon. In this 
report are indicated also the policies canceled and the return 
premiums paid, the net commissions due the agents, and 
finally the established monthly balance due to the com- 
pany. When this report is received by the home office, 
it is audited by checking with the Registration Abstracts 
to see that an accounting has been made for all premimns. 
It is also compared with the Canceled Registration Abstract 
(Form XJI) for verification of the returned premimns and 
(charged-back) commissions. 
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The monthly reports of the agents, after being checked, 
are coded. A tabulating card (Form XIII) is punched for 
the total premiums, total return premiums, total net 
premiums, total net commission, any approved charges the 
agency has made against the company, and the established 
monthly balance. These cards are run through a printer 
tabulator, to obtain an Abstract of Agents' Eeports or 
Agents' Journal (Form XIV). Postings are made from this 
record to the general ledger and to the subsidiary agency 



Form XV 

REINSURANCE REGISTRATION ABSTRACT 

ledgers. The Agents' Journal is a condensed record of the 
work of each agency as shown by the registration abstracts. 

The reinsurance of risks originates with the underwriting 
department. If the risk accepted involves a greater poten- 
tial liability than the company desires to assume, then 
recourse is had to reinsurance. A portion of the risk is 
transferred to another insurance company either under a 
specific agreement called a treaty or by submitting an 
individual risk to any insurance company with whom a 
treaty may not have been made. When an insurance com- 
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pany accepts the reinsured risk it signifies its acceptance of 
the contract by signing a form known as a binding report. 
Reinsured risks are then recorded upon Reinsurance Regis- 
tration Abstracts (Form XV). When the reinsurance con- 
tract or policy is received a record of the policy number 
is entered upon the abstract. Carbon copies of the Rein- 
surance Registration Abstract are made out for office use. 
Thus, one copy is filed by office number for general reference, 
another Qopy is sent to the statistical department, a third 
copy is filed by expiration date, etc. These abstracts are 
summarized by companies at the end of the month. Reinsur- 
ance canceled likewise is placed upon abstracts and sum- 
marized in the above manner. The premiums on canceled 
reinsurance are deducted from the premiums on reinsurance 
placed, and the net premiums due each company, together 
with commissions and sundry charges, are entered in a 
Reinsurance Journal (Form XVI). When a payment is 
made to any company for reinsurance, copies of the abstracts 
showing the details of the premiums being paid are forwarded 
with the check. 

From time to time, agents report the cancelation of 
policies, and persons carrying insurance often request the 
home office to cancel their policies. Furthermore, the 
insurance company, for sufficient reasons, may cancel a 
policy. It is necessary to discuss cancelations briefly at 
this point. If the policy is canceled by the agent at the 
request of the insurance company, the insured is entitled 
to a pro-rata portion of the premiiun, which covers the 
unexpired time. If the insured requests cancelation, then 
an amount less than the pro-rata portion is returned, and 
this is known as the short rate. The amount to be returned 
to the insured can be determined by reference to a Short 
Rate Table (Form XVII). Thus if a 1-year policy, which 
has been in existence 17 days, is canceled by the insured, 
he will be charged with 15 per cent of the premium, i.e., 
85 per cent of the premium will be returned to him. When 
a 4-year policy is canceled after a life of 21 months, the 
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insured is charged 48 per cent and 52 per cent of the pre- 
mium paid will be returned to him. It will be seen from 
an analysis of the Short Rate Table that the insured is 
penalized when he cancels a policy in that he gets back 
less than the pro-rata amount of the premium for the 
unexpired time. 

When the insured decides to cancel his policy he gives 
it to the agent, who forwards a check for the short rate 
premium to the insured and then returns the policy to the 
insurance company as a voucher to support the agent’s 
charge in his monthly account. Upon receipt of the policy 
the underwriting or mapping department removes the risk 
from its maps. In the bookkeeping department a Canceled 
Registration Abstract, previously referred to, is made, 
showing the date each policy is canceled, policy number, 
name of assured, term, expiration, amount of risk canceled, 
return premium, and commission charged back. A charged- 
back commission represents a charge against the original 
commission on the policy, which is due to the cancelation 
of the policy because of excess hazards, or failure of the 
policy holder to keep the policy until matured. The Can- 
celed Registration Abstract corresponds to the credit 
memorandum issued by a trading concern when merchandise 
is returned by one of its customers. 

The agent will report the cancelation to the home office 
on the Monthly Account, under the section designated 
Cancelations and Return Premimns. On this form the 
agent takes credit for the return premium he has paid the 
insured and deducts the amount from the total which he 
owes to the home office. The monthly account is audited 
at the home office, and if found correct the deduction is 
allowed. 

It may be stated that when a policy is given to a broker 
for cancelation by the insured, the remittance of the short 
rate is effected, in most instances, by the home office. Only 
a few brokers, who have very large accounts with the home 
office, are permitted to pay out return premiums and to 
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deduct them on their monthly abstract. In addition to 
the premium, the item of commission must be adjusted. 
At the time the policy was written the agent claimed credit 
for the commission. When a policy is canceled the agent is 
no longer entitled to the full amount of the commission. 
The amount of the commission to be returned to the home 
oflfice is charged by the agent against himself on the Monthly 
Account, and is added to his remittances to the home office. 
If reinsurance existed on a risk canceled, then the reinsurance 
is also canceled, and a record is entered on the Reinsur- 



Form XVIII 
LOSS REGISTER 

ance Cancelation Journal or Register. This book occupies 
the same position relative to the Reinsurance Journal that 
the Cancelation or Return Premium Abstract bears to the 
Premium Registration Abstract. The Reinsurance Cancel- 
ation Journal contains columns showing the credit to 
premiums, the charge-back for commissions, and the amount 
due from other companies. 

Each risk accepted by an insurance company carries 
with it the probability of loss. When a loss occurs, a report 
is made by the insured either to the agent who wrote the 
policy or to the company. An investigation of the loss is 
conducted, and a record is made at once in a Loss Register 
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(Form XVIII). This book contains a number of columns 
showing the policy number, name of assured, estimated 
loss, estimated proportion to be paid by reinsuring com- 
pany, actual amount paid, and date of payment. This 
book is not a book of original entry, but is merely a memo- 
randum record to enable the company to determine^ the 
estimated loss liability unpaid at any given time. A reca- 
pitulation of losses according to agencies is made in the 
Agency Loss Record (Form XIX). 

Co-Insurance 

In connection with the handling of losses by an insur- 
ance company, mention should be made of the Eighty Per 
Cent Co-Insurance Clause in fire insurance policies, found 
generally on business risks. The clause is stated as follows: 

‘^In consideration of the reduced rate at which this 
policy is written, it is expressly stipulated and made a con- 
dition of this contract that this company shall be liable 
for no greater proportion of any loss than the amoimt 
hereby insured bears to eighty per cent, of the actual cash 
value of the property described herein at the time when 
such loss shall happen, nor for more than the proportion 
which this policy bears to the total insurance thereon; pro- 
vided, however, that if the aggregate claim for any loss 
shall not exceed five (5) per cent, of such actual cash value, 
no special inventory or appraisement of the imdamaged 
property shall be required. 

^Tf this policy be divided into two or more items, 
the foregoing conditions shall apply to each item separately; 
and if two or more buildings or their contents be induded 
in a single item, the application of the provision as to 
special inventory or appraisement shall be limited to each 
building and its contents.” 

Thus it is evident that if at the time a loss is suffered 
by the insmed the amount of the insurance is less than 
80 per cent of the value of the property covered by the 
insurance, the insured will be paid such proportion of the 
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loss as the amount of the insurance bears to 80 per cent 
of the value. 

The functioning of the clause will be made clear by the 
following illustration: (a) If at the time the loss is suffered 
the insurance in effect equals or exceeds 80 per cent of the 
value, the clause does not apply, (h) If the insurance in 
effect does not equal 80 per cent of the value, but the loss 
suffered amounts to 80 per cent or more of the value, the 
clause does not apply, (c) If the amount of the insurance 
in effect as well as the amount of the loss suffered does 
not amount to 80 per cent of the value, the insurance com- 
pany will be liable only for such proportion of the loss as 
the amount of insurance in effect bears to 80 per cent of 
the value. Let us assume that the owner of a factory 
building valued at $250,000 has taken out an insurance 
policy for $150,000 with the Dependable Insurance Com- 
pany. The policy contains the Eighty Per Cent Co-Insur- 
ance Clause. A loss by fire amounting to $100,000 is suf- 
fered by the insured. The Dependable Insurance Company 

will pay — — of $100,000 or $75,000 to the insured. 

^ 200,000 

General Books 

The most important of the general books is the Cash 
Book. . Insurance accounting, like that of a building and 
loan association, is based upon a proper accounting for 
cash. The business of an insurance company is so exten- 
sive and the volmne of work so great that an enormous 
number of records, reports, and summaries are necessary 
to afford a proper check in the accounting for cash receipts 
and disbursements. Daily receipts are so nmnerous that 
it is found quite advantageous to use a daily cash book in 
which the columns are totaled to furnish entries for the 
General Cash Book. The receipts side of the General Cash 
Book (Form XX) contains columns for money received 
from agents, interest on investments, rents received, and 
reinsurance recovered. The credit side of the cash book 
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is used in connection with a Voucher or Expense Register 
(Form XXI) in which all amounts to be paid are minutely 
citified in order to expedite the postings to the numerous 



Form XX 

GENERAL CASH BOOK— Receipts Side 


*‘disbiu«ement” accounts listed in the annual report to be 
submitted to the state. 



Form XXI 

VOUCHER REGISTER 


The ledgers in use comprise a General Ledger and 
niunerous subsidiary ledgers. Subsidiary ledgers are kept 
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for accounts with agents and for the recording of invest- 
ments in stocks, bonds, mortgages, and real estate, col- 
lateral loans, and expenses. 

The Unearned Premium 

The Unearned Premium is the most important liability 
of an insurance company, and like most of the other liabili- 
ties does not appear on the ledger unless placed there by 
means of an adjusting entry at the end of the year. For 
annual report purposes, the net premiums are entered as 
‘Tncome.^^ When a premium is received it is in reality 
a liability in that it represents an advance payment for 
protection to be given in the future. If a risk is insured for 
$10,000 for one year at a premium of $120, then the $120 
received is a liability at the moment the risk is accepted. 
At the expiration of 1 month has been earned, leaving a 
liability of $110. At the end of *4 months the liability has 
been reduced to $80, and at the expiration of 1 year it 
ceases to exist. The Unearned Premium is, in reality, a 
deferred credit to operations, which must be kept in order 
to prevent the payment of excessive dividends and the 
consequent impairment of capital. The law has taken 
cognizance of this feature and compels all insurance com- 
panies to reserve the Unearned Premium as a liability for 
the protection of the policyholders. 

An accurate calculation of the Unearned Premium on 
each and every policy issued would be a stupendous task. 
This task has been simplified by legal provisions stating 
the reserve to be kept against each class of policy. The 
calculation is based on the theory that the same amount 
of business is written each day of the year. If $365,000 in 
premiums coVfering 1-year risks were accepted during the 
year then theoretically $1000 could be said to have been 
received each day during the year. Calculations could be 
made to determine the amount of each premium earned and 
the amount unearned. As the average time all policies 
have been in existence in the above illustration approximates 
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6 months, it is assumed that 50 per cent of premiums 
received have been earned and 50 per cent imearned. The 
imearned premium will be considered earned at the close of 
next year. 

Two-year policies are subject to the same procedure. 
All 2-year policies written this year will be considered as 
having been in existence 6 months; the premium to be con- 
sidered earned will be A of the amount received. Two- 
year policies written last year will be in effect during the 
entire period of the current year; or ^ of premiums 
on these policies will be considered earned this year. Thus 
on 2-year policies written last year involving premiums of 
$50,000, i, or $12,500, would be considered as having been 
earned last year; J, or $25,000, would be considered as earned 
this year. Next year the balance, $12,500, would be con- 
sidered earned. The accompanying table shows the com- 
putation of the unearned premiums on fire policies written 
for varying periods of time. 

At the end of any year, an insurance company must 
calculate the reserve on all policies written during the year 
and on all policies written in previous years which have been 
in force during the year. The calculation is made according 
to the method described. An inspection of the Under- 
writing and Investment Exhibit will indicate the procedure 
to be followed in determining premium earnings, losses 
incurred, underwriting expenses, and surplus analysis and 
reconcilement. 


QUESTIONS AND PROBLEMS 
(a) Questions 

1 . Explain the following terms used in insurance accounting: 
reinsurance on unpaid claims; non-admitted assets; unearned 
premiums; net losses paid; disbursements. 

2. State briefly what you understand by the terms : non-ledger 
assets, non-admitted assets, surplus as regards policyholders, net 
losses paid, and unearned premiums as used in fire insurance 
accounting. 
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3. Describe how losses are handled on the books and records of 
a fire insurance company. 

4 . What are the outstanding accounting problems of a fire 
insurance company? 

5. Outline the steps in the accoimting procedure of a fire 
insurance company for keeping a check on the business done by 
each agent. The reports and other records used should be included 
in your answer. 

6. (a) Briefly describe the principal books of a fire insurance 
company. 

(6) Name the subsidiary records of a fire insurance company. 

7. Wherein do the following statements differ: 

(o) Receipts and disbursements statement. 

(6) Income and expense statement. 

(c) Income and disbursement statement. 

(b) Problems 

1. From the following information for the Federal Fire Insur- 
ance Company, prepare a balance sheet as of December 31: 


Total of ledger assets $2,262,754.06 

Losses and claims unpaid . 98,360.35 

Assets not admitted 14,188.42 

Unearned premiums 622,090.20 

Non-ledger assets 167,231.19 

All other liabilities 22,502.19 

Capital paid up 1,000,000.00 


2. The Swarthmore Fire Insurance Company is required to 
submit an annual report to the Insurance Commissioner. From 
the information given below, you are asked to prepare in proper 
form, as of December 31, the sections of the report which include 
(a) income and disbursements statement, (b) balance sheet. 


Agents' balances (over three months due, $9,302.32) $494,497.51 

Agents' compensation including brokerage and allowances 305,533.97 

Book value of bonds and stock. 1,913,678.50 

Book value of bonds and stocks over market value 95,433.57 

Capital paid up ; 400,000.00 

Cadi and deposits 236,735. 1 7 

Dividends paid to stockholders (cash) 60,000.00 

Estimated amount of taxes hereafter payable 30,000.00 

Federal taxes 31,229.53 

Field supervisory expense 20,407.51 

Gross loss on sale or maturity of bonds and stocks 131,778.06 
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Gross profit on sale or maturity of bonds $3,768.20 

Gross premiums received 4,448,669.26 

Gross decrease by adjustment in book value of bonds and stocks. 2,310.00 

Interest and dividends received 99,838.33 

Interest accrued on bonds and mortgages 16,163.68 

Loss adjustment expense 40,048.12 

Losses paid (gross) 1,669,669.92 

Losses and claims — unpaid 660,687.12 

Mortgage loans 69,600.00 

Other expenses paid 41 ,01 7.81 

Reinsurance and return premiums.*. 2,612,328.10 

Reinsurance received on paid losses 743,746.13 

Reinsurance recoverable on paid losses 21,609.02 

Reinsurance on losses unpaid or resisted 409,696.81 

Salaries and fees of directors, officers, and clerks 96,874.31 

Salvage on paid losses 34,771.08 

Taxes, licenses and fees 41,747.28 

Salaries, rents, expenses accrued 472.00 

Unearned premiums 1,428,707.80 


The following information was obtained from the previous 
year’s report: 


Ledger assets, Dec. 31, previous year $2,426,662.80 

Interest on bonds and mortgages due and accrued 17,762.81 

Agents’ balances over three months due 10,086.11 

Book value of bonds and stocks over market value 91,716.76 

Losses unpaid 261,201.72 

Unearned premiums 1,397,862.21 

Underwriting expenses unpaid 31,710.11 

Capital paid up 400,000.00 

Surplus over all liabilities 260,748.71 


Of the expenses paid during the year totaling $575,858.53, 
$2,462.50 is to be considered as investment expenses and the 
balance as underwriting expenses. 

3. Prepare Underwriting and Investment Exhibitfor the Swarth- 
more Fire Insur6,nce Company according to the requirements of 
the Insurance Commissioner. 

4 . The following information was obtained from the Annual 
Statement of the Helena Fire Insurance Company for the year 
ended December 31, 1931: 


Total ledger assets i $76,384,636.51 

Interest and rents due and accrued 690,160.97 

Agents’ balances and bills receivable not admitted 448,668.76 

Underwriting expenses unpaid 2,238,704.69 

Unearned premiums 30,171,299.63 
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Lo0Be8 and claims impaid : $7,569,330.00 

Capital paid up 10,000,000.00 

Surplus over all liabilities 35,733,638.09 

Market value of bonds and stocks over book value 9,186,853.59 

The following information was obtained from the books and 
records as of December 31, 1932: 

Capital paid up 10,000,000.00 

Gross premiums written 46,081 ,481 .93 

Reinsurance and return premiums 12,528,316.22 

Interest, dividends, and rents received 3,551,917.53 

Miscellaneous income including agents’ balances previously 
charged off $1,492.98; gross profit on sale or maturity of 
stocks and bonds, $363,522.72; marine awards, mixed 

claims commission, $802,497.44 1,167,513.14 

Gross amount paid for losses 17,684^290.54 

Salvage and reinsurance on paid losses 3,208,521.05 

Agents’ compensation, salaries and other expenses (under- 
writing expenses, $16,529,236.74; investment expenses, 

$219,966.31) 16,749,203.06 

Dividends paid 2,500,000.00 

Other disbursements (agents’ balances charged off, $22,129.93; 

gross loss on sale or maturity of bonds, $27,613.55) 49,743.48 

Book value of investments 69,633,821.18 

Cash 5,489,080.07 

Miscellaneous ledger assets (including agents’ balances over 
3 months due, $193,070.75; bills receivable, past due, 
taken for premiums, $10,089.97; excess of bills receivable, 
not past due, taken for risks over the unearned premiums 

thereon, $20,321.84) 6,759,615.62 

Interest and rents due and accrued 509,568.05 

Market value of bonds and stocks over book value 8,620,403.20 

Losses and claims unpaid 8,652,784.00 

Reinsurance on losses and claims unpaid 1,242,883.00 

Unearned premiums 29,532,667.79 

Underwriting expenses accrued 2,497,413.84 

Prepare the annual statement for presentation to the State 
Insurance Department, including (a) income and disbursement 
statement; (b) asset and liability statement; (c) underwriting and 
investment exhibit. 



(B) Life Insurance 


CHAPTER VIII 

ORGANIZATION AND OPERATION 

Life and Fire Insurance Compared 

Life insurance is similar to fire insurance in many 
respects and therefore it will be necessary to indicate only 
the few points wherein they differ. Generally speaking, 
life insurance is made possible by means of a co-operative 
association of persons, which iii the event of the death of 
one of the members of the association, agrees to pay to a 
certain party, designated as the beneficiary, a stipulated 
amount of money. The hazard in fire insurance is one of 
imcertainty, for there is no assurance that a property will 
or will not be destroyed by fire. In life insurance the 
hazard is one of certainty, for every person is destined to 
die sooner or later. In other words, the following differ- 
ence between life and fire insurance is at once apparent; 
in the case of fire insurance, the premiums guarantee pro- 
tection in connection with a loss that may occur, namely, 
loss by fire; in the case of life insurance, the premiums 
guarantee protection in connection with a loss that must 
occur, namely, loss by death. Thus life insurance pre- 
miums paid by a group accumulate to form a fund, a 
proportion of which must be returned by the company 
whenever an insured individual dies. In certain instances, 
the insured^s share of the company’s funds is paid to him 
before his death. While fire insurance requires the pay- 
ment of the premiums for the duration of the policy in a 
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lump sum in advance, life insurance calls for the payment 
of premiums in instalments over a stipulated period. 

The term of a fire insurance policy generally is of short 
duration while that of a life insurance policy is relatively 
long. In fire insurance the reserve is Neatest at the time 
the policy is taken out while in life insurance the reserve 
is least at the inception of the policy. As the fire policy 
increases in age the reserve decreases, while the reserve of 
the life policy increases as the age of the policy increases. 

Another point of difference between fire and life insur- 
ance is that the fire policy may be canceled either by the 
insurer or the insured while the life insurance policy may 
be canceled only by the insured. 

In most states the Department of Insurance, with the 
Commissioner as head, supervises life insurance companies 
as well as other kinds of insurance companies, and many 
of the insurance laws are of general applicability. How- 
ever, there are sections of the insurance laws in each state 
that vary with respect to life insurance companies. The 
following are the more important differences in Pennsylvania: 

Purposes for Which Incorporated 

Stock or mutual life insurance companies may be incor- 
porated for any or all of the following purposes: 

To insure the lives of persons, and every insurance 
appertaining thereto; to grant and dispose of annuities; 
and to insure against personal injury, disablement, or death 
resulting from traveling dr general accidents, and against 
disablement resulting from sickness, and every insurance 
appertaining thereto. 

Capital 

The capital of a stock fire insurance company shall be 
divided into shares of an aggregate value of not less than 
one hundred thousand dollars. 

Stock insurance companies organized to insure lives and 
to grant and dispose of annuities must have a capital of 
not less than two hundred thousand dollars. 
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Stock life insurance companies organized for all of the 
purposes permitted under the law must have a capital of 
at least three hundred thousand dollars. Every such com- 
pany shall, in addition thereto, have a surplus paid in at 
least equal to fifty per centum of the subscribed capital. 

Companies organized to insure lives on the mutual plan 
must have applications for insurance, to the amoimt of 
one million dollars, by not less than four hundred persons. 
They must also have a guarantee capital, before commen- 
cing business, of not less than two hundred thousand dollars. 

In the case of mutual life insurance companies, in addi- 
tion to the certificate required to be sent to the Insurance 
Commissioner, as soon as the guarantee capital has been 
subscribed, and fifty per centum thereof has been paid in 
lawful money to the treasurer and the subscriber’s obliga- 
tions given for the remaining fifty per centum thereof, the 
president, treasurer, and a majority of the directors, shall, 
under their respective oaths or affirmations, make a certifi-‘ 
cate to the Insurance Conunissioner stating: (a) The num- 
ber and par value of the shares of guarantee stock in said 
company; (6) the names and residences of the subscribers; 
(c) the number of shares subscribed by each; (d) the amount 
paid in on each share; (e) the form of obligations taken for 
the unpaid money; (/) the amount of money in the hands 
of the treasurer; and (g) where the same is deposited. 

Investment of Capital and Reserve 

A sum equal to the capital and the reserves of any 
stock or mutual life insurance company organized under 
the laws of the Commonwealth shall be invested as follows: 

(1) In such real estate as it is authorized to hold (similar 
to provision for fire insurance companies). 

(2) In bonds of the United States or District of Colum- 
bia, or Canada, or of any State or Territory of the 
United States, and in farm loan bonds issued by 
Federal Land Banks. 

(3) In legally authorized bonds, notes, warrants, or 
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obligations of any city, town, county, borough, 
township, municipality, school district, poor district 
or water, sewer, drainage, road, or other Govern- 
ment district or division, located in this Common- 
wealth or in any State of the United States. 

(4) In ground-rents and in loans upon unencumbered 
real estate in any State of the United States or the 
District of Columbia; Provided, That no loan shall 
exceed sixty per centum of the fair market value 
thereof at the time of such loan. 

(5) In loans upon the security of its own policies, not 
exceeding the net value of the policy at the time 
of making the loan. 

(6) In first encumbrances upon standard steam rail- 
roads, street or interurban railways, or upon their 
rolling stock equipment, or of water, gas or other 
public utility companies; or bonds issued to retire 
a prior debt, or bonds prior thereto, or in other 
bonds or notes of the above named corporations, 
upon which no default in interest exists at the time 
of purchase. The Insurance Commissioner may per- 
mit any company to invest sufficient of its capital 
and reserves in the securities of a foreign govern- 
ment in order to enable it to comply with the laws 
of such foreign government and transact business 
therein. 

Investment of Surplus; Restrictions 

Any money over and above the capital and reserves of 
any stock or mutual life insurance company may be invested 
in the securities enumerated in the preceding section or in 
the standard and listed stock or other evidence of indebted- 
ness of any solvent dividend-paying corporation created 
under the laws of this Commonwealth or of any other 
State of the United States; or loaned upon the pledge of 
the same, except its own stock or the stock of any other 
insurance company transacting like classes of business. 
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The current market value of such securities shall at the 
time of making any loan be at least twenty per centum 
more than the sum loaned thereon. 

No such insurance company shall invest any of its 
funds in any unincorporated business or enterprise; nor in 
the stocks or evidences of indebtedness of any corporation, 
the owners or holders of which stock or evidence of indebt- 
edness may, in any event, be or become liable on account 
thereof to any assessment, except for taxes; nor shall any 
of its funds be loaned on personal security. Not more 
than one-fifth of its capital shall be invested in a single 
mortgage. No such company shall hereafter invest or 
acquire, directly or indirectly, more than ten per centum 
of the capital stock of any corporation; nor shall more than 
ten per centum of its capital and surplus be invested in 
the stock of any corporation. No. such company shall enter 
into any agreement to withhold from sale any of its property, 
but the disposition of its property shall be at all times 
within the control of its board of directors or trustees. If 
any investment or loan is made in a manner not authorized 
by this act, the officers, directors, and trustees making or 
authorizing the same shall be personally liable for any loss 
occasioned thereby. 

Impairment of Reserve Liability 

No stock or mutual life insurance company, after 
receiving notice from the Insurance Commissioner that 
its reserve liability, after all other debts and claims against 
it, including fifty per centum of its capital, have been 
deducted, has been impaired, shall issue new policies, under 
its authority to do business in this Commonwealth, until 
its funds have become equal to its liabilities, and it has 
obtained from the Insmance Commissioner a certificate to 
that effect, with authority to resume business. When a 
life insurance company organized under the laws of this 
Commonwealth has been notified to cease doing new busi- 
ness, the Insurance Commissioner may, in case it appears 
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from his examination that no fraud or gross incompetence 
or recklessness is shown to exist in the management, per- 
mit the officers of the company to continue in charge of 
its business for one year; and he may renew the permission, 
if he is satisfied that the company is likely to retrieve its 
affairs, or he may institute proceedings to determine what 
further shall be done. 

Life Insurance Premixuns 

It was stated previously that the basis of fire insurance 
was the operation of the law of averages. In this respect 
life insurance is similar. The instrument used to deter- 
mine the operation of this law in respect to life insurance 
is the mortality table. A mortality table is a mathematical 
device, resulting from an intensive study of thousands of 
lives, which shows how many of a group of people of a 
certain age will die during a year. There are several of 
these tables in use at the present time. Most life insur- 
ance companies in the United States use either the Actu- 
aries^ or the American Experience Table. Reference should 
here be made to the excerpts taken from the American 
Experience Table ^'Form XXII) . This table, it will be noted, 
starts with 100,000 lives at age 10 and shows the num- 
ber living and dying each succeeding year until all have 
died. Thus it will be seen that 749 will die during the 
tenth year. The original 100,000 at age 10 will have been 
reduced through deaths to 81,822 at age 35. At 65 years 
of age, 49,341 of the original 100,000 will be living, while 
at age 90 all but 847 will have died. These will die between 
90 and 96. 

In applying for a policy with a life insurance company 
an applicant must pass a rigid medical examination. Insur- 
ance companies, while interested in the securing of new 
business, are not sufficiently interested to take every appli- 
cant regardless of his physical condition. As practically 
all life insurance premiums are paid in instalments, any 
method employed in the selection of policyholders which 
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AMERICAN EXPERIENCE TABLE OF MORTALITY 


Age 

Number 

Living 

Number 
of Deaths 

Yearly 
Probability 
of Dying 

Yearly 
Probability 
of Living 

10 

100,000 

749 

.007,490 

.992,610 

11 

99,251 

746 

.007,616 

.992,484 

12 

98,505 

743 

.007,643 

.992,457 

13 

97,762 

740 

.007,569 

.992,421 

14 

97,022 

737 

.007,696 

.992,404 

16 

96,285 

735 

.007,634 

.992,366 

25 

89,032 

718 

.008,065 

.991,935 

26 

88,314 

718 

.008,130 

.991,870 

27 

87,596 

718 

.008,197 

.991,803 

28 

86,878 

718 

.008,264 

.991,736 

29 

86,160 

719 

.008,345 

.991,655 

30 

85,441 

720 

.008,427 

.991,573 

35 

81,822 

732 

.008,946 

.991,054 

36 

81,090 

737 

.009,089 

.990,911 

37 

80,363 

742 

.009,234 

.990,766 

38 

79,611 

749 * 

.009,408 

.990,592 

39 

78,862 

756 

.009,586 

.990,414 

40 

78,106 

765 

.009,794 

.990,206 

50 

69,804 

962 

.013,781 

.986,219 

61 

68,842 

1001 

.014,541 

.985,459 

52 

67,841 

1044 

.015,389 

.984,611 

63 

66,797 

1091 

.016,333 

.983,667 

54 

66,706 

1143 

.017,396 

.982,604 

55 

64,563 

1199 

.018,571 

.981,429 

56 

63,364 

1260 

.019,885 

.980,115 

67 

62,104 

1325 

.021,335 

.978,666 

68 

60,779 

1394 

.022,936 

.977,064 

65 

49,341 

1980 

.040,129 

.959,871 

66 

47,361 

2070 

.043,707 

.956,293 

67 

45,291 

2158 

.047,647 

,962,363 

68 

43,133 

2243 

.052,002 

.947,998 

69 

40,890 

2321 

.066,762 

.943,238 

70 

38,569 

2391 

.061,993 

.938,007 

80 

1 

14,474 

2091 

.144,466 

.856,534 

81 

12,383 

1964 

.158,605 

.841,395 

82 

10,419 

1816 

.174,297 

.825,703 

83 j 

8,603 

1648 

. 191,661 

.808,439 

84 1 

6,955 

1470 

.211,359 

.788,641 

85 

5,485 

1292 

.236,652 

.764,448 

90 

847 

385 

.464,546 

.545,465 

94 

21 

18 

.857,143 

.142,867 

95 

3 

3 

1.000,000 

.000,000 


FobmXXII 
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insures on an average a greater life expectancy for each 
applicant than provided in the mortality table, will result 
in a greater income through premium receipts. The healthier 
the applicant the greater the probability of long life. This 
is the keynote of selection of future policyholders. 

An insurance company is a trustee for each policy- 
holder. It agrees to pay a stipulated sum of money to the 
insured himself, or to his estate, or to a beneficiary. To do 
so it must accumulate funds. These funds, which are called 
premiums, are received from policyholders and invested in 
accordiJice with state provisions before enumerated. 

The premium which must be paid by each person insured 
depends upon the policy which is requested. Sometimes in 
addition to protection a person wishes to add a saving 
feature. Various insurance policies combining saving with 
protection are known as endowment policies. 

In certain cases, if the policyholder desires merely pro- 
tection, he will pay an amount each year which will repre- 
sent, first, his contribution toward the payment of losses 
which will occur during each year according to the mortality 
table, and, second, an additional amount known as load- 
ing.^’ The latter serves to pay expenses and to provide 
dividends to stockholders or policyholders. Premiums cal- 
culated directly from these factors are known as natural 
premiums. Under this plan of insurance the premium 
increases from year to year because owing to the increasing 
death rate there are fewer contributors. If the insured 
desires to pay but one sum of money to secure protection, 
he will pay what is known as a “ Net Single Premium,’^ 
which is the commuted value of all the yearly premiums 
he would have to pay under the natural premium plan. 
If he desires to equalize his payments he will pay a rate 
known as a level premium ” either for life or for a limited 
period. 

A level premium is composed of three distinct elements: 
first, there is an amount which must be contributed to the 
genercd fund to pay current death losses; second, an amount 
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which must be contributed to the reserve fund to pay future 
death losses; and third, an amount, generally called “ load- 
ing,’^ which is added for the purpose of paying expenses 
and providing a return to the owners of the business. 

The determination of premiums to be charged is an 
actuarial rather than an accounting problem. The age of 
the insured, assumed interest earnings on premium collec- 
tions, kind of policy desired, and expectancy for the period 
the policy is to be in force are the important features con- 
sidered when calculating premiums. 

As an illustration, it is desired to calculate the premium 
to be charged for $1000 protection for one year at age 25. 
Reference to the mortality table shows that at age 25, 
89,032 persons of the 100,000 shown in the table at age 10 
will still be living. Of this number 718 will die during the 
year. If each one is insured for $1000 the insurance com- 
pany will have to pay claims totaling $718,000 at the end 
of the year. (For the purpose of calculating premiums it is 
always assumed that the premiums are paid at the beginning 
of the year and death claims paid at the end of the year.) 
The amount to be collected from the 89,032 persons living 
at the beginning of the year will be $718,000 discounted 
for one year at an assumed rate of interest. If the rate 
assumed is 3 per cent, then the total premiums to be col- 
lected to furnish insurance protection for one year will be 
$718,000^1.03 or $697,087.38. The premium to be paid 
by each one of the 89,032 therefore will be $7.83. This is 
known as the net natural premium and will provide pro- 
tection for one year in the amount of $1000. To this pre- 
mium figure an amount to cover expenses and profit should 
be added. 

The net natural premium increases year by year, since 
each year there are more deaths and fewer contributors. 
At age 50 the net natural premium under the above assump- 
tions becomes $13.38; at age 65, $38.96; at age 80, $140.26; 
at age 90, $441.31 ; and at age 95 it becomes $970.87. Since 
at this advanced age there are but 3 survivors out of the 
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original 100,000 living at age 10, the whole burden will 
have to be assumed by them. 

The level premium plan provides for a redistribution 
of the coi^t as it is calculated imder the natural premium 
plan. Under this plan the insured pays an annual pre- 
mium which does not vary during the life of the policy. 
During the earlier years, an amount in excess of the actual 
yearly cost is collected. The excess contributions of the 
earlier years equalize the insufficient contributions of the 
later years. As these excess amounts will be used to pay 
future claims, it is required that this excess together with 
interest accretions be construed as an unearned premium 
liability both in the preparation of the annual report and 
in determining the solvency or insolvency of an insurance 
company. 

Unearned Premium 

The unearned premium liability of a life insurance com- 
pany differs in some respects from the unearned premium 
liability of a fire insurance company. The reserve of a life 
insurance company increases year by year in the case of a 
single policy, while that of a fire insurance company decreases 
because premiums are as a rule collected in one installment 
and with the passage of time the amount to be reserved 
becomes less and less. A life insurance company accumu- 
lates its unearned premium liability for the payment of 
claims which are certain to be made. Again, the assump- 
tions of life insurance premium calculations are more nearly 
in accord with actual facts, and hence the determination 
of unearned premium liabilities is mathematically more 
correct than in the case of fire insurance companies. A 
fire insurance company, on the other hand, creates a reserve 
because of the possibility that liabilities which must be 
met from premium collections of prior years will arise in 
the future. 
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LIFE mSDRANCE ACCOUNTING 

Requirements of the Accounting System 

The accounting system of a life insurance company 
must adapt itself to the requirements of the annual report 
to be submitted to the insurance departments of the states 
in which business is written. It must be sufficiently elastic 
to provide for proper control over the accounts of the 
agencies since practically all of the premium income origi- 
nates with them. The insuring* of the lives of thousands 
or himdreds of thousands involves a tremendous amount 
of detail in connection with the collection of premiums, 
the proper investing of funds and the collection of interest 
thereon, the determination of reserves to be kept against 
all unmatured policies, and the payment of death claims. 

The collection, safeguarding, and disbursing of cash 
constitute the basis of life insurance accounting. The 
principal books used, tl^erefore, are the General Cash Book 
and Ledger. The General Cash Book is supported by a 
number of subsidiary cash books, which in turn are written 
up from individual reports covering the business of the day. 
The General Ledger contains the accounts required to assist 
in the preparation of reports to the states. It is supported 
by a number of subsidiary ledgers, very often in card form, 
which give the details of the general ledger accounts. 

Cash Receipts 

Practically all of the cash received by a life insurance 
company represents either premium collections or income 
on investments. About one month before premiums are 
due from policyholders, premium notices are forwarded to 

107 



agcmt w account with THE BLANK INSURANCE COMPANY 






■■■■■■■■■■■■■■■■■■■■I 


!■■■■■■■■■■■■■■■■■■■■■■ I 


iMMMHiMiHiHimHiMMMHiMHmHHBaaMaaBnnMMaBaaa! 


■■■■ 

lUI 


■■■■■■■I 


■■■■■■■■■■■■■■■■■■■■■■■■■««■■»■■■■ I 


IC&aHIHHHHM 


igsl 

I imMaliiMiiiiiali iiaiinaiiailiBBaa , 

■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■I 


Hliiiiiiniiniiiiiiiiiiiiiiiiiiiiiiii 

M{]l8iSi8S8miggSffiiBK5iiiniiiiiiiil 


SSSSSSSSBSBSSg 


Bail 




i£ai 


mUBBBBBBBBBKBEEBBEBBBEEEBEKEBBBEEElEEBB 


108 









CASH RECEIPTS 


109 


them either directly or through the agency in charge of the 
territory in which they live, requesting that the remittance 
be made. At intervals, either daily, weekly, or monthly, 
each agent renders a report to the home oflBice showing 
new premiums, renewal premiums, other miscellaneous col- 
lections, commissions to which he is entitled on both new 
and renewal business, and balance of cash on hand. These 
Agency Reports (Form XXIII) are carefully checked by the 
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POLICYHOLDERS’ LEDGER 

home office, and premium collections are posted to the 
Policyholders^ Ledger, which is usually in card form (Form 
XXIV) . Each agency report is entered in total in an Agency 
Journal or Agency Cash Book (Form XXV). A recapitu- 
lation of this Cash Book or Journal is made at least monthly 
and postings are made to the General Cash Book. The 
balance of cash owed by each agent as shown by the reports 
may be remitted direct, or the money may be deposited by 
the agent in a local bank to the credit of the home office 
which proceeds to draw upon it as occasion demands. 
Interest and dividends received on account of investments 
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in mortgages, bonds, stocks, etc., are recorded in a subsid- 
iary cash book kept for this purpose. The totals of this 
cash book are transferred to the General Cash Book. 

Cash Disbursements 

Each separate class of cash disbursements is recorded 
in an auxiliary or subsidiary cash book the totals' of which 
are transferred to the General Cash Book. A policyholder 
often finds it impossible to pay premiums when due or 
finds that obligations coming due make it necessary to bor- 
row money. Since the premiums paid exceed the cost of 
insurance there is generally accumulated by the policy a 
reserve, and after a stipulated period the insurance com- 
pany will advance to the policyholder upon request an 
amount not to exceed the surrender value of the policy. 
Surrender value is a term used to denote the maximum 
amoimt that can be borrowed on a policy or that amount 
which will be paid to the holder in case he surrenders his 
policy. During the earlier years of the life of the policy 
it is slightly less than the accumulated reserve, but during 
the later years the surrender value is equal to the reserve. 
The recording of the advances or loans made to policy- 
holders is made in a Loans on Policies. Cash Book. Repay- 
ments of loans are also entered in this book (Form XXVI). 

Loans made on collateral security are entered in a spe- 
cial cash book showing the amount of the loan, amount 
repaid, and collateral received. 

Peath claims, properly supported by proof of loss, are 
entered in a Death Claim Register (Form XXVII), and 
when paid are entered in either the General Cash Book 
or in a Death Payment Cash Book. The Premium Policy 
Cards in the auditor’s office are stamped with the word 
dead ” and are filed with the canceled cards. The Policy- 
holders’ Ledger Cards, in the comptroller’s office, have noted 
across them, usually in red ink, the date of the settlement 
of the death claims, together with the amounts paid, and 
a detailed statement of accumulations, post-mortem divi- 
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Form XXVII 

DEATH CLAIM REGISTER 



















114 


LIFE INSURANCE ACCOUNTING 


dends, and any deductions to be made on accoimt of loans 
made on the policies. 

Disbursements covering expenses incurred in connection 
with general operations are entered in a General Disburse- 
ment Cash Book, columnar in form, which may be supported 
by an Expense Register. 

A record of both receipts and disbursements in con- 
nection with the acquisition and sale of bonds, stocks, and 
mortgages is entered in an Investment Cash Book. This 
book contains all details of securities sold and income 
received such as rent and interest (Form XXVIII). 
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Form XXVIII 

INVESTMENT CASH BOOK 

The information contained in the various disbursement 
cash books may be posted direct or may be transferred in 
total to a General Cash Book (the headings of which would 
be similar to the headings in the subsidiary cash books), 
from which postings are made direct to the general ledger. 

It is necessary to note here that supporting subsidiary 
records, such as petty cash books, salary or pa3nroll books, 
and dividend registers, are often found among the books 
and records of an insurance company. 
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System of Ledgers 

The system of ledgers comprises, in addition to a General 
Ledger, Agency Ledgers, Investment Ledgers, and Policy- 
holders’ Ledgers. The balance appearing in the Agency 
Ledgers will in total agree with the agents’ control accounts 
in the General Ledger. A trial balance is taken from the 
General Ledger and it, together with subsidiary data, serves 
as the basis for the preparation of financial statements. The 
Investment Ledgers set forth the details relative to mort- 
gages, bonds, real estate, and stocks held by the company. 
They are subsidiary to the corresponding control accounts 
kept in the General Ledger. Policyholders’ Ledgers are kept 
in card form. The ledger cards are arranged either alpha- 
betically or according to date of issue, and in the latter 
case are cross-indexed as to name. These cards are in 
reality an index of outstanding policies. 

In the premixun collection department, similar cards 
for each policy holder are arranged according to agencies. 
Another set of such cards will be found in the actuarial 
department, classified according to the type of policy issued 
and the age of the insured. This classification is made to 
enable the actuarial department to calculate the reserves 
required to be maintained, and the surrender values on 
policies. 

The above description of the accounting system can be 
more clearly visualized by referring to the accompanying 
diagram (Form XXIX). 

In conclusion, let us trace some typical entries that are 
made daily in a life insurance company office, by answering 
the following questions: 

(o) What entries are made on the books of a life insur- 
ance company when its agent receives from H. Farmer, as 
policyholder, $96.40 cash in payment of a statement ren- 
dered as follows; i 


Date, June 16, 19 

Premium on policy No. 1767 (Ordinary life) $110.32 

Dividend for year applied to reduction of premium. 13.92 


Net $96.40 
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When the check is received by the agent he will make 
an entry in his office cash book and deposit the check. 
The agent will next report the transaction on the Agency 
Report (Form XXIII). This Agency Report will be sent to 
the Home Office. The amount of $88.13, which is due the 
Home Office, i.e., $96.40 less 7| per cent commission, is 
forwarded as a part of the regular remittance to the Home 
Office. Remittances may be required daily, weekly, or 
monthly by the Home Office. The Agency Report is audited 



DIAGRAM SHOWING MAIN BOOKS OF A LIFE INSURANCE 

COMPANY 

by the Home Office; in the lower right-hand section of this 
report, headed Home Office Summary, the necessary sum- 
mary is made. Entries are made in the Agency Cash Book 
or Journal (Form XXV). A. separate sheet is kept for each 
agent’s account. The entry resolves itself into a debit to 
the agent for Premium Renewal Cash, $110.32, and credits 
to the agent for Commission Renewal, $8.27, for Surplus 
(cash dividends) $13.92, and for Cash (reported as paid) 
$88.13. At the end of the month, through a summary, 
these items are posted to the General Ledger as: 

Commission renewals $8.27 

Surplus (cash dividends) 13.92 

Renewal premiums $110.82 
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(It will be noted that the difference between the debits 
and credits represents the cash which has been posted daily.) 

(6) What entries are made on the books of a life insur- 
ance company when i^ receives a check for $110.32 on policy 
in question (a) above, if the insured chooses to have the 
dividend of $13.92 applied to the purchase of a paid-up 
addition to his policy? 

Under such circumstances the insured is given a receipt 
showing that the gross premium of $110.32 has been paid 
and that the dividend of $13.92 has been used for accumu- 
lation under the designated plan. The entries in Form 
XXIII and Form XXV will be similar to those described 
under question (a) except that no reference will be made 
to Surplus Abatement. 


QUESTIONS AND PROBLEMS 

(a) Questions 

1. Distinguish between life insurance and fire insurance with 
regard to: 

(a) Time limit of insurance. 

(b) Hazard involved. 

(c) Premium payment. 

(d) Cancelation. 

(e) Reserve. 

2. What are the requirements of the accounting system of a 
life insurance company? 

3. (a) Name the books of a life insurance company, classifying 
them into books of original entry and books of final record. 

(b) Contrast the reserves (unearned premium liabilities) of 
fire and life insurance companies. 

4. Name four subsidiary cash books kept by a life insurance 
company. Into what subsidiary ledgers would the details of each 
of these cash books be posted? What accounts in the general 
ledger would control these ledgers? 

6. Explain the procedure involved in the accounting for death 
claims in life insurance. 

6. What are the major accounting problems of a life insurance 
company? 
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7. What is meant by an investment and underwriting exhibit? 
From what sources are the data for its preparation secured? 

(b) Problems 

1. The following information was taken from the books and 
records of the Cosmopolitan Life Insurance Company, on 
December 31 : 

Receipts: Interest on deposits $2,975.26; interest on bonds $13,654.04; 
interest on premium notes, policy loans, or liens $90.74; interest from other 
sources $14.70; gross premiums $194,468.56. 

DisbursemerUs: Death claims $35,619.70; commissions to agents, first 
year’s premiums $50,196.26; legal expenses $1600; insurance department 
licenses and fees $3,493.90; rent $3,944.16; compensation of managers and 
agents for obtaining new business (not commission) $15,053.90; federal taxes 
$3528.40; state taxes on premiums $2287.18; furniture, fixtures, and safes 
$620; miscellaneous expenses $1801.98; traveling expenses $1,805.54; adver- 
tising $7133.64; salaries of ofiBicers, directors, and home ofi6ce employees 
$54,913.66; medical examiner’s fees $4652. 

Ledger Assets: Loans on policies $1512.30; cash in company’s office $120; 
book and amortized value of bonds $320,891.34; deposits in trust companies 
and banks on interest $108,046.02. 

The net uncollected and deferred premiums amounted to $612.80; interest 
due and accrued on bonds $5786.56; premiums paid in advance, including 
surrender value so applied $42,320.18; medical examiner’s fees, due or accrued 
$615.50; legal fees, due or accrued $400; commissions to agents, due or 
accrued $377.84; estimated taxes hereafter payable $8000; claims for losses 
in process of adjustment or adjusted and not due $6228; reserve for death 
losses incurred but unreported $2000. The net present value of all policies 
paid for and in force on December 31, computed on the American Experience 
Table at 3 per cent, totaled $25,148.10. 

During the year there was a gross increase, by adjustment, in the book 
value of bonds of $259.80 for accrual of discount. There was also a gross 
decrease, by adjustment, in the book value of bonds of $20.46 for amortization 
of premiums. 

The paid-up capital of thb company is $200,000. The net ledger assets 
on December 31 last year, aggregated $405,777.34. 

Prepare the statement of income and disbursements and 
balance sheet required of all life insurance companies as part of the 
annual report to the Insurance Commissioner of the state. 

2. The Perpetual Life Insurance Company presents you with 
the information given below. You are requested to prepare the 
annual report to be submitted to the Insurance Commissioner, as 
of December 31. 
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Trial Balance — December SI 

Capital stock, paid in cash $200,000.00 

Surplus 100,000.00 

Book value of real estate . $20,000.00 

Book value of bonds 288,000.00 

Premiums 97,077.19 

Claims paid 25,734.40 

Premiums returned 398.82 

Medical examiners’ fees 45.60 

Dividends paid 3,000.00 

Legal expenses 100.00 

Mortgage loans on real estate 10,700.00 

Agents’ commissions 18,272.68 

Interest on borrowed Vnoney : 250.00 

Interest on mortgage loans 645.40 

Interest on bonds 10,420.00 

Insurance department licenses and fees 20.00 

Salaries and expenses of agents 33,599.16 

Salaries of officers and employees 11,035.00 

Postage, telephone and telegraph 5,366.99 

Rents. 335.00 

Repairs and expenses on real estate 1,240.89 

Borrowed money 5,000.00 

Interest on deposits 78.67 

State tax on capital stock 236.00 

Cash 4,948.00 

Rents received 1,319.76 

State tax on premiums 697.64 

Printing and stationery 1,719.72 

Net value of policies outstanding, Dec. 31, last year, 

American Experience Table, @3i% 16,268.89 

Borrowed money repaid 5,000.00 

$430,699.80 $430,699.80 

The following information does not appear on the books as of 

the close of the year: 

Interest due and accrued on mortgages $196.25 

Interest accrued on bonds 2164.82 

Premiums in course of collection 4786.21 

Furniture and fixtures 3200.00 

Stationery and printing 300 . 00 

Rents due and accrued 195 . 00 

Claims for losses in process of adjustment. . . 100.00 

Reserve for state taxes 494 . 46 

The reserve on all policies outstanding at the end of tha<year according to 
the American Experience Table at is $23,359.89. 

The board of directors has authorized a reduction of $2000 in the value 
of the real estate, so that it shall be carried at a net figure of $18,000. 

The net ledger assets, December 31 last year, totaled $321,258.89. 
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BANKS 

CHAPTER X 

BANK FUNCTIONS AND ORGANIZATION 

T3^es of Banking Institutions 

Banking institutions represent a type of business which 
illustrates a further development, from an accounting stand- 
point, of the use of the cash book. But it must not be 
surmised that the chief value of a bank is to receive and to 
disburse cash. Its credit function is far more important; 
it often has been stated that the real function of a bank is 
to convert individual credit into bank credit. 

In general, there are two types of banks, distinguished* 
by the conditions under which deposits are received.^ The 
first comprises those banks which receive from the public 
deposits which are subject to withdrawal on demand; the 
second comprises those from which the deposits can be 
withdrawn only after a stated period of time. The latter 
type is enabled to invest the funds received in securities 
less liquid in character but yielding a higher interest rate 
than investments which can be made by banks of the first 

^ Severe competitive conditions have influenced the trend of banking in the 
United States in recent years to such an extent that the functions no longer 
serve to sharply define the type of the bank. There has been a gradual en- 
croachment, by commercial banks, upon the business of the strictly savings 
institutions, and trust companies have enlarged the scope of their activities to 
include those of both the commercial and savings organizations until this 
pronounced trend has nearly obliterated the line of demarcation that once 
existed between the different kinds of banks. 
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type. We shall limit ourselves to a discussion of the first 
type of institution inasmuch as this will serve to form a 
satisfactory background for general bank accoimting. Under 
this classification are found commercial banks and commer- 
cial banking departments of trust companies. The other 
type, which will not be discussed in these chapters, includes 
savings banks, savings and trust departments of trust com- 
panies, and mortgage loan banks. Referring to the com- 
mercial banks, we find national banks, state banks, and 
private banks as the outstanding examples. We shall use 
the national bank as the basis for our study. 

Functions of a Bank 

It will be well to inquire into the functions of a com- 
mercial bank in order that we may have the proper founda- 
tion for the discussion of the departments comprising the 
bank, and in turn for the accounting system essential to 
the operation of these departments. The functions of loan- 
ing and discounting, receiving deposits, and furnishing a 
medium of exchange may be said to be paramount in con- 
nection with the operation of such a bank. 

It is quite obvious that subscriptions to capital stock 
provide the initial fimds for the bankas operations. After 
the subscriptions to the capital stock of a bank have been 
paid it is possible to secure deposits from outsiders, for the 
public generally is quite willing to offer its capital when it 
learns that the stockholders of the bank have raised an 
amount of money sujficient for operation. 

Loaning and Discounting 

One of the first duties devolving upon the officers of 
the bank is to put its funds into operation. The obvious 
channel for the carrying out of this duty lies in the making 
of loans; in other words, the lending of money to desirable 
persons is one of the primary sources of profit to the bank. 
Let us see how this function operates. A manufacturer of 
toys is obliged to purchase material for manufacture and 
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to pay wages during the entire year. As the goods are fin- 
ished, they are placed in the stock room pending the receipt 
of orders for their sale. The bulk of the sales are made 
during the months of November and December. Conse- 
quently little money will be forthcoming from the sales 
until December or later. Consequently the business must 
procme suJQ&cient working capital for the period to manu- 
facture toys for the stock room pending their sale. One 
of the best ways for the manufacturer to secure the needed 
funds is by means of loans from banks. In all probability 
loans will be made on the basis of sixty days and the dis- 
count principle will be applied. Let us assmne that a first 
loan of $10,000 is made at the Freeport National Bank. 
The manufacturer may draw up a sixty-day promissory 
note and present it to the bank for discount. If the directors 
and officers of the bank approve the loan, credit will be given 
for the face value of the note less 6 per cent for sixty days. 
On this basis the toy manufactmer will be credited with 
$9900 in return for the note. The bank in discounting com- 
mercial paper actually buys a right to call for the face value 
of the note on the day of maturity. In discounting, interest 
is received by the bank in advance. The discount principle, 
however, is not usually applied to long-time transactions. 
Loans which do not involve the discoimting of a note may 
cover any period of time and call for the payment of prin- 
cipal plus interest at the due date of the loan. Some form 
of collateral is usually required as security for a loan. 

Receiving of Deposits 

It was mentioned previously that, in addition to the 
capital investment, deposits may be received from the 
public. These funds from the public as well as those from 
the stockholders are employed for making loans, discount, 
investments, etc. Although a depositor often places money 
in a bank for safety, it may be said that the safeguarding of 
the funds deposited is not the fundamental basis on which 
a bank receives such a deposit. The bank considers itself 
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a debtor to the depositor, but it has the privilege of using 
the funds in its general banking business, with the under- 
standing that they are to be paid back under certain pre- 
arranged conditions. Banking experience proves that the 
depositor rarely demands all of the money that he has on 
deposit at any given time, but draws upon the account 
from time to time through the use of checks. As a result 
the bank is obliged to have on hand in actual cash only a 
portion of the total amount on deposit. It may be said 
that by far the greater part of the work done by a bank 
arises from the receiving of deposits, yet this function affords 
very little profit. 

Supplying of Medium of Exchange 

The drawing of checks by depositors is a procedure well 
known to the public. The checking function has become 
one of the most popular in connection with the operating of 
a bank. It affords a very satisfactory method of transmit- 
ting funds from person to person. It is a method much to 
be preferred to the actual transfer of cash. 

Organization of a National Bank 

In order to secure a charter for the operation of a national 
bank, it is necessary to notify the Comptroller of the Cur- 
rency of the intention of the organizers of the bank, and 
in the petition for a charter a statement of the name, loca- 
tion, and capital of the bank should be given. A minimum 
of $50,000 is required for banks in sections of the country 
with a maximum population of 6000; a minimum of $100,000 
in sections with a maximum of 50,000 persons ; and $200,000 
capital is required in cities with a population exceeding 
50,000.^ After the Comptroller of the Currency has in- 

^ Except that in the outlying districts of such a city where the state laws 
permit the organization of state banks with a capital of $100,000 or less, 
national banking associations now organized or hereafter organized may, 
with the approval of the Comptroller of the Currency, have a capital of not 
less than $100,000. 
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quired into the character and experience of the organizers 
and of the contemplated officers, he next considers the need 
for an additional bank in the community. He also analyzes 
the general outlook for the banking business in that section 
and its environs. A further investigation is made by him 
through the Federal Reserve Bank of the district, and 
through the officers of the department of banking in the 
state. Should the petition be considered satisfactory, the 
Comptroller will request the organizers to fill out and exe- 
cute other necessary papers. Obviously the amount of 
money subscribed to the capital stock, the portion collected, 
and the amount on hand must be noted. Upon the procure- 
ment of the consent of the Comptroller to organize, a sub- 
scription blank, stating the names and addresses, the finan- 
cial holdings, and the shares subscribed to by each person, 
must be signed by each subscriber. This subscription blank 
should call for the payment of at least 50 per cent in cash 
and the balance in five monthly instalments. Invariably 
the shares of stock are sold at a premium, thereby providing 
a surplus for the bank. The building up of a surplus at the 
time of organization is a fortification against a reduction of 
capital because of expenses for salaries and other items dur- 
ing the early period of the bank’s existence. When the pre- 
liminary steps have been concluded, the officers are required 
to submit a sworn statement that all legal requirements have 
been complied with, to the Comptroller. The Comptroller 
then will issue a certificate permitting the bank to commence 
business. The bank, in turn, must present this certificate 
to the public by publishing it in recognized papers for a 
period of at least sixty days. 

Election and Qualifications of Directors 

The national banking law provides: “The affairs of each 
association shall be managed by not less than five directors, 
who shall be elected by the shareholders at a meeting to 
be held at any time before the association is authorized by 
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the Comptroller of the Currency to commence the business 
of banking; and afterward at meetings to be held on such 
day in January of each year as is specified therefor in the 
articles of association. The directors shall hold office for 
one year, and until their successors are elected and have 
qualified. 

Every director must, during his whole term of service, 
be a citizen of the United States, and at least three-fourths 
of the directors must have resided in the state, territory, 
or district in which the association is located, for at least 
one year immediately preceding their election, and must be 
residents therein during their continuance in office. . . . 

“Each director, when appointed or elected, shall take 
an oath that he will, so far as the duty devolves on him, 
diligently and honestly administer the affairs of such asso- 
ciation, and will not knowingly violate, or willingly permit 
to be violated, any of the provisions of this title. . . . The oath, 
subscribed by the director making it, and certified by the 
notary public or other officer before whom it is taken, shall 
be immediately transmitted to the Comptroller of the Cur- 
rency, and shall be filed and preserved in his office for a 
period of ten years.” 

V 

The selection of directors should be wisely made, for 
those officers are expected to pass upon all the important 
business of the bank. Even though directors confer con- 
siderable authority upon the president, vice-president, and 
cashier, they, nevertheless, are accountable before the law 
for acts committed by employees of the bank. Moreover, 
officers are elected by the board of directors. 

Officers and Their Duties 

The president is the presiding officer at the meetings 
of the board of directors. It is not always absolutely essen- 
tial that he act in this capacity, for in some cases a chair- 
man of the board is chosen to preside. Ordinarily the presi- 
dent is the one who passes upon every rule made by the 
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bank. The vice-president co-operates with the president in 
the conduct of the business of the bank, and in turn usually 
has delegated to him the control of particular functions. 
Large banks, of course, have several vice-presidents, each 
in charge of a particular phase of the business. The cashier, 
or officer next in rank to the vice-president, is the business 
manager of the bank. He is in constant touch with the 
details of operation and is in a position to check the clerks 
and tellers. The funds and other holdings of the bank are 
usually entrusted to his care. Cashier’s checks, bank drafts, 
and vouchers ordinarily must contain his signature. If the 
size of the bank warrants it, one or more assistant cashiers 
are elected to aid him in his work. ‘Following him, come 
the heads of the various departments. Next to these 
are the tellers, and, finally, the clerks. 

Within recent years the position of comptroller or 
auditor has become one of the more important positions in 
the larger banks. The comptroller or auditor reports directly 
to the president or to the board, of directors. His chief 
duties consist in making unannoimced audits of the activi- 
ties or records of the various departments, devising improve- 
ments in the methods of recording bank transactions, and 
in preparing departmental reports, reserve requirements 
and financial and operating statements. 

Departments of a Bank 

It will be well now to consider the departments of a 
bank and to trace logically the various functions performed 
by each. In a manufacturing establishment it is highly 
desirable that the owner delegate definite responsibilities to 
specific persons, thereby departmentalizing the business. 
Thus we find purchasing, manufacturing, selling, accoimt- 
ing, and administrative departments, which, though appar- 
ently separate units, are so correlated as to function as a 
unified whole. In this respect a bank does not differ from 
a manufacturing business, for the enormous detail involved 
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in transacting the business of a bank necessitates the dele- 
gating of responsibility. This in turn leads to the creation 
of departments. 

The main departments are as follows: 

(а) Receiving. 

(б) Paying. 

(c) Bookkeeping. 

(d) Loan. 

(e) Investments. 

Other departments, subsidiary in nature, are often found. 
These include : 

(а) Clearing. 

(б) Transit. 

(c) Exchange. 

(d) Collection. 

(e) Analysis. 

(J) Safe deposit. 

The receiving department is primarily, interested in 
receiving deposits. Sometimes it takes charge of incoming 
mail. The paying department's main duty consists in pay- 
ing to depositors funds which they desire to withdraw. The 
bookkeeping department records all business transactions. 
The loan department extends bank credit to responsible 
parties. The investment department is charged with the 
duty of investing the bankas funds in securities permitted 
under the law. The work of these and the subsidiary depart- 
ments mentioned will be discussed in detail in the next 
chapter. 
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OPERATION AND RECORDS 

The information contained in the preceding chapter is 
necessary for an intelligent understanding of the accounting 
system of a bank. Among other things was mentioned the 
need for proper departmentalization to enable the employees 
to perform efficiently the work to be done. The functions of 
these departments may be classified as follows: 

(1) Receipt of deposits by the receiving department. 

(2) Disbursement of deposits by the paying department. 

(3) Accounting for deposits by the bookkeeping depart- 
ment. 

(4) Utilization of deposits by the loan or investment 
departments. 

(6) Miscellaneous, such as clearing, transit, exchange, 
etc., by subsidiary departments. 

It can thus be seen that in order to carry out the prin- 
cipal business for which a bank organizes, i.e., conversion 
of individual credit into bank credit, it is necessary to 
attract individual credit, to provide for the return of indi- 
vidual credit upon demand, and to employ the utmost care 
in the handling of individual credit by lending it to desirable 
risks only or by investing it in carefully selected securities. 
What records are kept showing that the aforementioned 
duties are being carried out properly? A study of the 
records of each department will answer the question for us. 

Receipt of Deposits 

The work of receiving and accounting for deposits is 
peHormed by the following departments: 
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(1) Receiving department. 

(2) Clearing department. 

(3) Transit department. 

The greater portion of a bankas receipts consist of deposits 
received either by the receiving department or the incoming 
mail department. Each deposit is accompanied by a deposit 
slip, if received direct, or a remittance letter explaining the 
nature of the contents if received through the mail. In 
many instances these remittance letters are turned over by 
the incoming mail department to the receiving department. 

Upon receiving a deposit, the receiving clerk, or teller, 
immediately checks the deposit with the items listed upon 
the deposit slip. If correct, acknowledgment of the deposit 
is made in a bank book furnished to the depositor. These 
deposits include currency, checks, drafts, coupons, and any 
other items payable on demand. It may be well to mention 
the different types of checks received, inasmuch as they 
give rise to different procedure in their collection. In the 
first place may be received checks which are drawn on the 
bank of the depositor; second, checks drawn upon other 
banks which are members of the clearing house, or upon 
banks which, although not members of the clearing house, 
are permitted to clear through banks which are members; 
third, checks upon banks which do not clear through the 
clearing house, and therefore must be collected direct; 
fourth, checks upon banks in other towns and cities; and 
last, cashier^s checks and certified checks drawn on the 
bank of the depositor. All the items received must be 
proved. The proof of the work may be made in the receiving 
teller^s department at the end of the day or at intervals 
during the^ day to be summarized at the end. The teller^s 
assistant classifies the checks received into the five groups 
mentioned, and determines the amount of each group. It is 
preferable that, from time to time, a batch of checks received 
up to a given period of the day be proved. The cash on 
hand in the receiving teller’s cage, plus the checks that 
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have been listed, should equal the totals of the deposit slips. 
Upon the proving of these amounts, the deposit slips are 
transferred to the bookkeeping department for entry in the 
Individual Depositors’ Ledger. Should there be a dis- 
crepancy in these totals, the error must be located before 
the checks and depositors’ slips are removed from the 
receiving teller’s cage. The proving of checks and deposit 
slips in batches is thus of great help in that errors can be 
confined to definite portions of the work of the receiving 
teller each day. Likewise it facilitates the work of the 
bookkeeping department, inasmuch as the work of this 
department is not held up a whole day owing to the inability 
of the teller to locate a mistake in a certain portion of his 
work. Finally, the teller verifies the proofs of the several 
batches. If these tally satisfactorily a proof sheet is written 
up by the receiving teller. If the work of the receiving 
department is exceptionally heavy, the proving of the items 
received, as contrasted with the deposit liability incurred, 
may be delegated to a subsidiary department called the 
proof department, which does the work as outlined above. 

The Proof Sheet or Settlement (Form XXX), made 
out at the end of the day by the receiving department, shows 
what has been received and the disposition of the receipts. 
It may be said at this point that not only the receiving 
department, but all departments, prepare these daily settle- 
ments, which may be used as the basis for controlling entries 
made in the general books. The receiving department, like 
all other departments, charges itself for that which it has 
received and credits itself for the items turned over to other 
departments. The receiving teller accordingly charge's him- 
self for all deposits received, for money handed over to him 
by the other tellers, and for any other receipts which may 
have come into his possession during the day. He credits 
himself for all checks on his bank turned over to the book- 
keeping department, exchanges for the clearing house turned 
over to the clearing department, other collections to be made 
in tl^e city turned over to the runners, checks payable 
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RECEIVING TELLER’S SETTLEMENT OR PROOF 

Receiving Teller’s Proof 19. . • . 



Form XXX 
TELLER’S PROOF 
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out of town turned over to the transit department, and 
cash on hand. The receiving teller is not the custodian of 
the bank’s funds, and after his settlement is made all cash 
in his possession is transferred to the paying or first teller. 

The checks on the bank of the depositor, turned over to 
the bookkeepers in charge of the individual depositors’ 
ledger, are entered as debits to the accounts of the parties 
who drew the checks. The checks for the clearing house 
are sorted by banks, and a list is made of the checks on 
each bank. The totals of the amounts for each bank are 
proved against the total checks sent by the receiving teller 
for collection through the clearing house. To these checks 
ar^ added remittances that come in the mail from corre- 
spondent banks, and the entire group of checks is sent to 
the clearing house. Accuracy on the part of each bank is 
absolutely essential in the conduct of business with the 
clearing house, for a fine may be imposed on the offending 
bank for every error that is discovered by clearing-house 
clerks. 

The sight-collection items, such as notes and demand 
drafts, not collectible through the clearing house, are col- 
lected by messengers of the collection department. The 
transit department collects checks drawn on out-of-town 
banks, through correspondent banks or through the Federal 
Reserve System. 

From the foregoing it will be seen that the important 
work of the receiving teller consists of accurately proving 
the deposit tickets with the items received and of classify- 
ing the checks and other funds before they are transferred 
to other departments. 

Disbursement of Deposits 

It may be said that the receiving teller does business 
only with the depositors of the bank, but a similar state- 
ment could not be made of the paying teller, for he is 
obliged to deal with many persons who are not connected 
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with the bank. He must be exceedingly accurate, for 
after he has paid out money it is almost impossible to 
remedy errors. It naturally follows that the position of 
paying teller is regarded as one of more responsibility than 
that of receiving teller. In cashing a check the paying 
teller must determine the validity of the check, whether or 
not the drawer has a sufficient balance to meet this check, 
and whether the person presenting the check is the proper 
payee. After the paying teller cashes a check for a person, 
an entry is made on a check scratcher. Before leaving, 
each day, he is obliged to check off and prove all his work. 
The proof, or settlement, shows the cash on hand at the 
beginning of the day, the amounts received from other 
tellers, and any amounts that may be received fiom the 
clearing house owing to a credit balance. Likewise it will 
set forth the total of depositors* checks cashed during the 
day, together with any amounts paid out to cover cashier*s 
checks presented, amounts paid to cover checks of other 
banks cashed by the bank’s own depositors, and also any 
amount that he may have been called upon to pay the 
clearing house, because of a debit balance. These receipts 
and payments, thus summarized in settlement form, show 
that the money received, plus the money on hand at the 
beginning of the day, minus the money paid out, equals 
the balance on hand. This balance in turn is classified 
so as to show the different kinds of money on hand. Any 
discrepancy is carried to an over-and-short account, or a 
tellers’ difference account. Minor duties of the paying 
teller consist in making currency shipments, supervising the 
preparation of payroll envelopes for large corporations who 
are depositors of the bank, and making payment for the 
bank’s current expenses. The paying teller at the end of 
the day disposes of all items in his possession except cash. 
These items, generally checks, find their way to the book- 
keeping, collection, clearing, and transit departments. 

It must not be taken for granted that4t is absolutely 
essential to have separate receiving and paying tellers, for 
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some of the banks require all tellers both to pay and to 
receive. Under this plan, however, the preparation of set- 
tlement statements is more difficult. When errors do occur 
it is necessary under this plan of operation to trace them to 
either the receiving or to the pa3dng operations. Paying 
and receiving result in constant changes in the bankas assets 
and liabilities, and the utmost care must be exercised to 
avoid errors. 

Accounting for Deposits 

The term deposits is one which is used very frequently 
by a bank. It may have reference to cash and checks given 
to the receiving teller by a depositor. Again the word may 
be used in lieu of the phrase ^‘accounts of depositors.^^ Let 
us now investigate the method of keeping these accoimts. 

This work is performed by a special set of clerks repre- 
senting a department known as the Individual Bookkeeping 
Department. Depositors are given credit for deposits made 
or for proceeds of loans granted by the bank as per credit 
slips. Interest is credited to the accounts from time to 
time. Depositors are charged for checks drawn against 
their own account which may have been cashed or which 
may have been deposited by other depositors. They are 
also charged for checks drawn against their account and 
received either by mail or through the clearing house. 
These accounts are carried in subsidiary ledgers, postings 
being made through the medium of bookkeeping machines. 

Since the number of depositors’ accounts of the average 
bank may total several thousand, the need for control can 
be seen immediately. The subsidiary ledgers are controlled 
by one or more control depositors’ accoimts appearing in 
the general ledger. The tellers advise the general ledger 
bookkeeper of the totals of the items which have been 
turned over to the Individual Bookkeeping Department. 
This advice usually takes the form of tickets or may be 
taken directly from the tellers’ proof sheets. The general 
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ledger bookkeeper then makes his entries in the cash book 
or general journal and secures confirmation of the totals 
debited or credited to the depositors^ control account by 
requesting the Individual Bookkeeping Department to fur- 
nish the totals of the debits and credits from all sources 
posted to the individual depositors’ accounts. 


Mr. Albert Markham 

1807 E. Eighth St. 

Woodledge, Wis. 

In account with 

FIRST TRUST COMPANY 

May — 19 — 

The LAST Printed 
amount in this column 
is your balance at the 
close of this month. 

Date 

Checks 

Listed in the Order of 
Pa 3 rment. Read across 

Deposits 

Date 

Daily 

Balance 


Balance Forward 



$1962.61 

May 1 

$12.00 


May 1 

1960.61 

May 8 

$25. 00— $16. 00— $59. 00 


May 8 

1860.51 

May 16 


200.00 

May 16 

2050.51 

May 18 

$17.00— $10.00 


May 18 

2023.61 

May 25 


14.61 

May 26 

2038.12 

May 31 

$2.00— $8.00— $20.00 


May 31 

2008.12 


Form XXXI 

INDIVIDUAL DEPOSITOR'S LEDGER ACCOUNT 

Utilization of Deposits 

The expenses, including interest allowed depositors, 
involved in operating a bank are exceptionally heavy. 
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Expenses are paid, not out of capital, but out of gross earn- 
ings. Interest and discount, and exchange and collection 
charges, are the principal sources of income. Other sources 
of income arise through the operation of the trust depart- 
ment and from realized profits on securities sold. A large 
portion of the profit of a bank is derived primarily through 
loaning funds or discounting commercial paper. Since de- 
positors may request banks to return funds deposited, 
the banks are required legally to maintain reserves. Thus, 
members of the Federal Reserve System must maintain on 
deposit, as a reserve, with the Federal Reserve Bank of the 
district in which they are located, certain percentages of 
their deposits. For many years these reserves were calcu- 
lated upon the basis of at least 3 per cent of time deposits 
and, in addition, from 7 per cent to 13 per cent of demand 
deposits. Country banks were required to keep a reserve 
of 7 per cent against demand deposits, reserve city banks 10 
per cent, and central reserve city banks 13 per cent. The 
governors of the Federal Reserve System determine, by 
regulation, how deposits are to be classified and what de- 
posits are subject to reserve requirements. The Banking 
Act of 1935 amended section 19 of the Federal Reserve Act 
relating to reserves by granting to the Board of Governors 
the power to regulate reserves required in order to prevent 
injurious credit expansion or contraction. Reserves by regu- 
lation may not be decreased below the percentages shown 
above but may be increased against time deposits or demand 
deposits or both. Under the present laws the reserve 
requirements may be established at any point provided they 
do not fall below 3 per cent of time deposits and 7-13 per 
cent of demand deposits and provided further that they are 
no more than double the above figures.^ State banks, non- 
members of the Federal Reserve System, must comply with 

^Reserve requirements effective May 1, 1937: 6 per cent against time 
deposits and 14 per cent to 26 per cent against demand deposits, depending 
upon the classification of the member as either country, reserve city, or central 
reserve city bank. 
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the reserve requirements established by the laws of the state 
or commonwealth under whose jurisdiction they operate. 

To illustrate the operation of the loaning function, 
assume that a bank receives $100,000 in currency from some 
depositors, and that this amount is immediately redeposited 
with the Federal Reserve Bank. Eliminating other items 
from the balance sheet, the following statement results: 


Assets Liabilities 

Federal Reserve Bank (Reserve) $100,000 Deposits $100,000 


The reserve percentage is 100. If loans properly sup- 
ported and authorized were granted to the extent of 
$200,000, deposits would be credited and loans and discount 
debited. The balance sheet would now show the following: 

Assets ’ Liabilities 

Federal Reserve Bank (Reserve) $100,000 Deposits $3(X),000 

Loans and Discount 200,000 

$300,000 $300,000 

The reserve percentage is now SSJ. However, the individ- 
uals who have arranged for bank credit will proceed to 
draw checks against their accounts. These checks, which 
must be paid, will result in a reduction of the reserve, for 
the bank establishing the credit will have to secure cur- 
rency to pay the checks presented, or other banks, possibly 
members of the clearing house, will honor the checks with 
the expectation of being reimbursed. The reserve ratio in 
the above case would be seriously reduced if the checks 
drawn were not offset to a large extent by new deposits. 

Conservative management imposes limitations upon the 
loans and investments. They should not exceed the de- 
posits, and usually they are maintained at a lower level. A 
very old theory of banking holds that loans and invest- 
ments should contract in direct ratio to the shrinkage in 
deposits. To effect this, considerable stress must be placed 
on the liquidity of these assets. To expand deposits through 
the medium of unrestrained extension of credit invites cer- 
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tain disaster. The expectancy of withdrawal of deposits 
arising from loans made by the institution is much greater 
than the average withdrawals under normal conditions of 
deposits derived from the business affairs of the depositor. 

To exemplify the effect of this unsound practice, let us 


assume that we have 

Assets Liabilities 

Federal Reserve Bank (Reserve) $100,000 Deposits $100,000 


and loans were granted to the extent of $700,000, deposits 
being credited with a like amount. The reserve would be 
reduced to 12^ per cent. The balance sheet would then 
show: 

Assets Liabilities 

Federal Reserve Bank (Reserve) $100,000 Deposits $800,000 

Loans and Discounts 700,000 

$800,000 $800,000 

In actual operation, it would not be unusual to experi- 
ence an immediate withdrawal of the deposits, as a result of 
the loans made by the institution, to the extent of approxi- 
mately 70 per cent. This result would not only absorb the 
reserve bank balance but would also necessitate the bank’s 
borrowing heavily to meet these withdrawals. It would 
pay the prevailing rate for its borrowed money, seriously 
impairing its earnings, and financially it would be in an 
over-extended condition. 

It is clear from the above that the deposits act as a con- 
trol over the loans and discounts. When the reserve ratio 
drops below the minimum, the bank must deposit with the 
Federal Reserve Bank additional funds obtained from cur- 
rent deposits, or by drawing on correspondents or other 
banks acting as a depository, or by rediscounting commer- 
cial paper held as collateral for loans. 

Recording a Loan 

Let us examine the process of recording a loan. A busi- 
ness man in need of funds calls upon his banker and requests 
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a loan for a period of two months. If his statements of 
financial worth and of earnings and expenses are satisfac- 
tory, or if the security pledged is deemed sufficient, the 
officers authorized to pass upon loans approve the loan and 
notify the loan clerk. A note for the full amount of the 
loan is made out and signed by the merchant or business 
man. A record of the transaction is made in a book called 
Loans and Discounts Authorized, or Loans and Discount 
Register (Form XXXII). This book, columnar in form, 
contains a complete record of each note discounted and 


MATURITY REGISTER 
Notes Due September 8, 19 — 


Number 

Maker 

Endorser 

1 

Where Payable 

• 

Amount 

Remarks 






































Form XXXIII 
DISCOUNT TICKLER 
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each loan authorized, showing its number, date, maker, 
amount, time, due date, interest rate, where payable, dis- 
count charges, and net proceeds to be credited to the bor- 
rower’s account. This register records notes in the order of 
their acquisition. At the close of business each day, the 
loan department informs the general ledger bookkeeper of 
the face value of notes discounted and loans authorized. 
This information is the basis of an entry charging Loans 
and Discounts and crediting Individual Depositors. In the 
meantime, the individual bookkeeping department has been 
apprised, by a deposit ticket made out by the loan clerk, 
of the amount to be credited to the deposit account of each 
borrower. It can thus be seen that the Loans and Dis- 
count Register is the basis for the general cash book entry 
as well as for the individual credits in the subsidiary deposi- 
tors’ ledger. ' 

A further classification of notes discounted and loans 
authorized is necessary, and therefore a record is kept 
according to dates of maturity. The information on each 
note is entered in this record, called a Loan and Discount 
Tickler (Form XXXIII), under the maturity date. By 
referring to this record the notes maturing on any given 
day can be determined at a glance, and provisions can be 
made for collecting them on that day. This book is in reality 
a subsidiary ledger in that it gives the detail of the Loans 
and Discount account, which is a control account. The 
notes maturing on a given day are paid by check or by cash, 
or in some instances are renewed. In either event the gen- 
eral ledger bookkeeper is notified by the loan department 
of the amount to be credited to loans and discounts. This 
amoimt is always the total of the maturing notes. 

Investments 

The National Bank Act, as amended, places many lim- 
itations upon the directors in making loans and in incurring 
liabilities. Thus loans may be made upon improved real 
estate provided the amount of the loan does not exceed a 
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designated percentage of the appraised value of the real 
estate and provided the loan is not made for a term longer 
than five years. It may hold such real estate as is neces- 
sary for the transaction of its business and also real estate 
as may be conveyed to it in good faith by way of security 
for debts previously contracted. There are also limitations 
on loans which may be granted to any one person or com- 
pany. A national bank may not loan upon or purchase its 
own stock. It may make investments in securities but these 
investments are carefully regulated. Types of liabilities 
which may be incurred are restricted. As a further protec- 
tion against loss to depositors the account of each depositor 
of a member of the Federal Reserve System is insured up to 
a certain maximum amount by the Federal Deposit Insur- 
ance Corporation. 

Clearing Department 

f 

The clearing department, though a separate department 
in most banks, is in reality a subsidiary of the receiving 
department. As stated previously, depositors turn over to 
the receiving department in their deposits numerous checks 
drawn on other banks. To facilitate collection of these 
checks, associations known as clearing houses have been 
formed by banks in practically all cities. Instead of col- 
lecting checks drawn on other banks by messenger, each 
bank sends to the clearing house the checks which it holds 
against other members of the clearing house. These checks 
which have to be cleared” are handled by the clearing 
department of the bank. Each department which receives 
checks drawn on clearing-house banks forwards them to the 
clearing department. This department sorts the checks 
according to banks. The checks are then listed and placed 
in envelopes, each bearing the name or number of a clearing- 
house member. A recapitulation of all amounts due is listed 
on a printed form containing the name and number of each 
bank. A clerk takes this sheet to the clearing house together 
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with the envelopes containing the checks to be cleared. The 
total amount of each envelope is listed on the above-men- 
tioned sheet, and the grand total represents a credit to the 
bank presenting the checks to the clearing house. The clerk 
distributes these envelopes to the window or desk of each 
bankas representative at the clearing house; each represen- 
tative compares the amount of the package with the amount 
listed on the sheet, and gives a receipt to the clerk. Another 
representative of the bank accompanies the clerk to the 
clearing house. He takes his place at the bankas window or 
desk, receives envelopes from the other banks^ clerks, and 
lists them on a sheet called a debit sheet. The total of this 
sheet represents a debt of the bank receiving such items. 
The difference between the debit and credit sheets repre- 
sents either a debt or credit of the bank. 

The clearing house makes settlement of these sheets and 
notifies each bank of the amount of debt or credit due from 
or due to the bank. This debt or credit was paid formerly 
by clearing-house certificates or gold certificates. At the 
present time the clearing house notifies the Federal Reserve 
Bank of the district of the amounts due from or due to 
each member bank. The Federal Reserve Bank debits or 
credits the member’s reserve account. In this way millions 
of dollars of checks are cleared daily without the transfer of 
funds. 

Each day, after the bank’s clerk retmns from the clearing 
house, all checks which he received from other clearing- 
house banks are immediately compared with statements 
these banks have rendered. The checks are then classified 
alphabetically to facilitate the making of entries in the 
various ledgers. For example, those to be entered in the 
A to F individual depositors’ ledger will be sorted into a 
separate stack, when the signatures will be verified and the 
other details of the checks examined. Precautionary meas- 
ures must be taken in order to obviate paying out funds for 
checks that are improperly or illegally drawn. Any checks 
that have been incorrectly made out, or which have been 
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improperly endorsed, or on which payment has been ordered 
stopped, and those which it is found have not sufficient 
funds in bank for payment of them, are returned to the 
clearing house before the close of business. The checks are 
now debited to the proper accounts in the individual ledger. 
They are then canceled and filed away; when the pass book 
of a depositor is balanced, or when a monthly statement is 
rendered by the bank, the checks are returned. 

Transit Department 

In addition to checks drawn on clearing-house members, 
banks receive daily checks which are drawn on banks in 
other cities. These checks are collected through correspond- 
ent banks, of which more will be said later. When received 
they are turned over to the transit department, where they 
are sorted and placed in envelopes preparatory to mailing. 
The contents of each envelope are noted on what is known 
as a remittance letter, which is made in duplicate. The 
envelopes and remittance letters are forwarded to the banks 
acting as correspondents. These correspondent banks are 
charged with the total of the daily letters by the general 
ledger bookkeeper. 

Exchange Department 

When the duties of the heads of the departments already 
mentioned become burdensome, some of them are delegated, 
and new departments, subsidiary in character, arise. The 
exchange department for the most part is a product of the 
large bank. The duties of this department consist in issuing 
cashier^s checks and furnishing exchange for customers. The 
latter is effected through drafts on correspondents. From 
time to time this department issues Certificates of Deposit. 
They are merely receipts for special deposits which draw 
interest, generally less than that allowed on savings deposits. 
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THE BOOKS OF A BANK 
Corporation Records 

The books of a bank can be classified into two groups: 
those containing the corporation records and those contain- 
ing the commercial records. The corporation records con- 
sist of those books which are found in all corporations and 
comprise the following; Minute Book, Stock Certificate 
Book, Stock Ledger, Transfer Ledger, and Subscription 
Register. These books, with the exception of the Minute 
Book, are subsidiary to the capital stock account. The 
Minute Book records the resolutions made by the board 
of directors at their regular or special meetings. These 
resolutions are often the basis of very important entries in 
the commercial records. In our study we will confine our 
attention to the commercial records as these records reflect 
all that is peculiar to bank accounting. 

Commercial Records 

The actual daily transactions of a bank are recorded in 
the commercial books of original entry and final record. 
As the work of a bank centers around the handling of cash 
and its conversion into credit, it follows that the most 
important records are the cash records. 

Institutions, such as commercial and savings banks, 
occupying positions of public trust, are charged with a 
higher degree of accountability than are most businesses. 
It has been necessary, therefore, to devise ways and means 
whereby this responsibility can be fully discharged. Prob- 
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ably the most desirable method consists in establishing 
within the departments of a bank an elaborate internal- 
check system for the purpose of preventing or discovering 
fraudulent transactions. Accordingly each department of 
a bank prepares a daily settlement showing what disposi- 
tion has been made of assets charged to it. These daily 
settlements summarize the details of the day^s business and 
are subsequently summarized in a general settlement. 
Postings may be made to the general ledger accounts from 
the general settlement or from approved debit and credit 
tickets prepared from the individual tellers^ settlements. 
The method whereby control is exercised over the enormous 
number of individual transactions can be illustrated by 
referring to the daily settlements which are prepared by the 
department heads or tellers. A teller is held responsible for 
assets which he receives and is relieved of responsibility 
when assets are turned over to others. Settlements or 
tellers^ proofs do not in any sense represent general ledger 
accounts. For the purpose of illustrating the method of 
summarizing departmental activities a series of settlements 
will be analyzed and traced into the cash book o^* journal 
of a bank. For convenience the explanations of the items 
in the settlements will be numbered to correspond with 
the numerals set opposite the respective amounts in the 
various settlements. ’ 

Receiving Teller 

Rbcsivinq Teller 

(1) IndUvidual Deposits . . $500,000 (2) Checks on own bank . $120,000 

(3) Checks on city banks. 120,000 

(4) Checks on out-of-town 


banks 76,000 

(6) Currency 186,000 

$600,000 $600,000 


(1) As stated previously, the deposit tickets after veri- 
fication are sent to the individual bookkeeping department, 
where credits are entered. For settlement purposes the 
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receiving teller keeps a record of the total deposits received. 
At the end of the day he notifies the general ledger book- 
keeper of the total amount of deposits received, and this 
amount acts as a basis for the cash book entry: 

Cash $500,000 

Individual Deposits $500,000 

A verification of the credit to individual deposits is received 
from the individual bookkeeping department. This depart- 
ment notifies the general ledger bookkeeper of the total 
credits posted individually to the depositors’ accounts. 

(2) The checks received as part of the deposits but rep- 
resenting charges against other depositors are turned over 
to the individual bookkeeping department, where they are 
charged to the depositors. The teller, after totaling, notifies 
the general ledger bookkeeper, who makes the entry: 

Individual Deposits $120,000 

Cash.... $120,000 

This is verified by the general ledger bookkeeper by getting 
the debit totals from the individual bookkeeping department. 

(3) Checks on city banks are turned over to the clearing 
teller, who gives a receipt for them. No entry is made at 
this point as the clearing teller’s settlement is used as a 
basis for the entry. 

(4) Checks on out-of-town banks are sent to the transit 
teller, who will account for them in his settlement. 

(5) Currency is given to the paying teller, who must 
account for it in his settlement. 

Mail Teller 

Mail Teller 

(6) Individual Deposits. . $50,000 (8) Checks on own bank. $10,000 

(7) Pa-nk Deposits 100,000 (9) Checks on city banks 120,000 

(10) Checks on out-of- 

^ town banks 20,000 


$150,000 


$160,000 
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(6) Deposits received by the mail teller may be trans- 
ferred to the receiving teller. If they are not turned over 
to the receiving teller, a separate settlement is made. 
Deposit slips are sent to the individual bookkeeping depart- 
ment for posting in detail, and the general ledger book- 
keeper is notified as to total individual deposits received. 
The entry would be: * 

Ca43h $50,000 

Individual Deposits $50,000 

(7) Bank deposits received by the mail teller from corre- 
spondent banks are handled similarly. The details of bank 
deposits are posted in a bank and banker^s ledger, and 
control is exercised in the general ledger by means of the 
following entry: 

Cash $100,000 

Due to National and Other Banks. . $100,000 

(8) Checks on his own bank received by the mail teller 
are sent to the individual bookkeeping department, and the 
general ledger bookkeeper is advised as to the total amount. 
The entry would be: 

Individual Deposits $10,000 

Cash $10,000 

(9) Checks on city banks are forwarded to the clearing 
teller, who renders an accounting for them in his settlement. 

(10) Checks on out-of-town banks go to the transit 
teller, who renders an accounting for them. 

Note Teller 

Note Tbllbb 

(11) Maturing Notes (Die- (12) Checks on own bank. $60,000 

count Tickler) $125,000 (13) Checks on city banks 50,000 

(14) Currency 15,000 


$125,000 


$125,000 
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(11) All notes maturing on a given day are charged to 
the note teller. The Discount Tickler shows what notes 
are to be collected each day. Since the note teller must 
produce an equivalent in cash or checks for notes maturing 
on a given day, an entry is made in the cash book as follows: 

Cash $125,000 

Loans and Discounts $125,000 

Occasionally a borrower finds it impossible to meet his 
obligation at maturity. If the maturing note is supported 
by ample collateral the bank may either dispose of the col- 
lateral and thus reimburse itself, or it may, and usually 
does, renew the note. A renewal is equivalent to making a 
new loan, and the entries made appear on both sides of the 
cash book, that is, as if cash had been received in payment 
of the old note and had been disbursed in acquisition of a 
new one. Notes which are not paid or renewed may be 
transferred to a Loans and Discounts Protested account, 
or to a suspense account, or in certain cases may be charged 
to profit, and loss. 

(12) These checks are turned over to the individual 
bookkeeping department, where charges are posted in detail. 
A cash journal entry is made as follows: 

Individual Deposits $60,000 

Cash $60,000 

(13) (14) These items are turned over to the clearing 
teller and paying teller respectively, and are handled like 
other checks and currency items received by them. 

Collection Teller 

Collection Teller 

(15) Individual Deposits .... $4600 (17) Checks on city banks. . . $3381 

(16) Collection and Exchange 5 (18) Checks on out-of-town 


banks 1224 

$4605 $4606 
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(15) This represents the total of collection items which 
have been collected for depositors during the day and 
credited to their accounts in the individual ledger. The 
general ledger bookkeeper makes the following entry for 


purposes of control: 

Cash $4600 

Individual Deposits $4600 


(16) Collection and Exchange represents a charge for 
service rendered and a source of bank earnings. The collec- 
tion teller reports the total earnings from this source, which 


give rise to the entry : 

Cash $6 

Collection and Exchange $5 


(17) (18) These items are turned over to the clearing 
teller and the transit teller respectively. 

Discotmt Teller 

Discount Teller 

(19) Individual Deposits . $316,800 (21) Notes Discounted .. . $320,000 

(20) Interest and Discount 3,200 

$320,000 $320,000 

(19) (20) (21) The individual bookkeeping department 
receives, daily, deposit tickets or a statement showing the 
net proceeds to be credited on each note discounted, and 
each loan authorized. The deposit accounts of the bor- 
rowers are credited with the net proceeds of notes and the 
total of loans. Every note discounted is recorded in the 
Loans and Discount Register, and the discount teller fur- 
nishes the general bookkeeper with information for the 
following entries: 

Loans and Discounts $320,000 


Cash $320,000 

Cash $320,000 


Interest and Discount $3,200 

Individual Deposits 316,800 
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Exchange Teller 

Exchanqb Tbllbb 


(22) Cashier’s Checks. . . . 

$26,000 

(26) Checks on own bank. 

$60,000 

(23) Drafts on Correspon- 

• 

(26) Checks on out-of- 


dents 

80,000 

town banks 

20,000 

(24) Certificates of De- 


(27) Currency 

36,000 

posit 

10,000 




$116,000 


$116,000 


(22) Cashier’s checks issued are recorded in a cashier’s 
check register, and the general bookkeeper is advised as 
to the total of cashier’s checks issued. 

Cash $26,000 

Cashier’s Checks $26,000 

Cashier’s checks are frequently issued in pajunent of 
invoices for materials received and services performed, after 
the invoices have been approved by the purchasing agent 
or other official who authorized the purchase. A bank car- 
ries very few expense accounts in its general ledger, and an 
analysis of the expense account in the general ledger can 
be made only by referring to a voucher or invoice register, 
in which invoices are recorded. When cashier’s checks are 
issued to cover expenses the cash book entry usually involves 
a debit to expenses and a credit to cashier’s check account. 

(23) Drafts sold on correspondents are entered in a 
draft register, and the following summary entry is made: 


Cash $80,000 

Due from National and other 
Banks $80,000 

(24) Certificates of deposit issued are recorded in a cer- 
tificate of deposit register. The cash book entry is: 

Cash $10,000 

Certificates of Deposit $10,000 

(25) This transaction follows the same routine as (12): 

Individual Deposits $60,000 

Cash $60,000 
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(26) (27) These items are turned over to the transit 
teller and paying teller respectively. 

Pa 3 dng Teller 

Paying Tbllkr 

(28) Cash Bal. (A.M.) . . . $600,000 (29) Checks on own bank. $205,000 

(6) From Rec. Teller — 185,000 (30) Checks on city banks . 5,000 

(14) From Note Teller .. . 15,000 (31) Payroll and Expenses 9,000 


(27) From Exch. Teller . , 35,000 (32) Balance 616,000 

$835,000 $835,000 


(28) This represents the cash balance as of the close of 
the previous day, and hence no entry is required. 

(29) The procedure in this case is the same as in (12) : 

Individual Deposits $205,000 

Cash $205,000 

(30) These items go to the clearing department. 

(31) Payments of this nature are supported by expense 

records : , 

Expenses $9000 

Cash $9000 

(32) This should agree with the cash-book balance at 
the end of the day. 

Clearing Teller 

Clearing Teller 

(3) From Rec. Teller — $120,000 (33) Checks to Clearing 


(9) From Mail Teller .. . 120,000 House $298,381 

(13) From Note Teller. . . 50,000 

(17) From Coll. Teller — 3,381 

(30) From Paying Teller . 5,000 


$298,381 $298,381 


(33) Checks on other banks received from other tellers 
by the clearing teller will be sorted according to banks and 
sent by messenger to the clearing house, where delivery 
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will be made. The total of these checks gives rise to an 
entry as follows: 

Exchanges for the Clearing House. $298,381 

Cash $298,381 

Transit Teller 

Tbansit Tbllbb 


(4) From Rec. Teller 

$75,000 

(34) Remittance Letters. . $116,224 

(10) From Mail Teller . . . 

20,000 


(18) From Coll. Teller . . . 

1,224 


(26) From Exchange 
Teller 

20,000 



$116,224 

$116,224 


(34) Items received by the transit department from the 
various tellers will be sorted and sent to correspondents for 
credit. The total of the remittance letters, copies of which 
are retained, is the basis for the following entry: 

Due from National and Other 


Banks $116,224 

Cash $116,224 


The several preceding pages cover the more important 
entries which are made daily. Specific entries, of course, 
must be made in accordance with the nature of each trans- 
action. Thus, overs and shortages, which occur frequently 
in tellers^ accounts, necessitate the keeping of a tellers^ dif- 
ference account. Checks received from the clearing house 
act as an offset to checks sent to the clearing house, and in 
almost all cases are charged to individual depositors^ 
accounts. Balances due to or due from the clearing house 
are settled by adjustment of the bankas deposit account 
with the Federal Reserve Bank. Rediscounts with the 
Federal Reserve Bank increase the bank’s reserve and at 
the same time increase its liability on account of notes pay- 
able. Checks on out-of-town banks may be deposited with 
the Federal Reserve Bank for collection instead of being 
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sent direct to the respective banks by the transit depart- 
ment. We can thus see that a great variety of bookkeeping 
entries is encountered by a bank during the course of the 
day^s business. 


Cash Book or Journal 

It has been shown that practically every entry made 
has an effect upon some control account kept by a bank. 
All the entries affecting these control accounts appear in 
the cash book or cash journal. 

The preceding entries shown in debit and credit form 
have been summarized in the cash journal presented here- 
with. Entries other than cash may be recorded in an ordi- 
nary two- or three-column journal from debit and credit 
tickets properly prepared and approved by the bank officials. 
The cash receipts and disbursements journal may be 
arranged in columnar form. Postings are made to the gen- 
eral ledger from the cash books and journal and a trial bal- 
ance or daily statement taken therefrom after all postings 
have been made. General ledger postings are in summary 
form and the total of each day’s postings to any accoimt 
must be in agreement with the details posted to subsidiary 
ledgers or records in other departments of the bank. The 
general ledger control accounts are supported by details 
appearing in the following records : 


Individual Depositors’ Ledgers 
Due to Banks and Bankers. . . . 

Draft Register 

Certificate of Deposit Register. 

Bills Payable Register 

Cashier’s Check Register 


Liabilities 


Loans and Discount Register 

Loans and Discount Tickler 

Investment Ledgers 

Due from Banks and Bankers Ledger 


i Assets 


Voucher Register 
Payroll Book. ... 


I Expenses 
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Date, July 23, 19 


Item Amount 

P. M. Balance of Cash (Previous Day) $600,000 

Loans and Discounts 

NoteTeUer 126,000 


Individual Deposits 

Receiving Teller 

Mail Teller 

Collection Department 
Discount Teller 


Other Banks 

MaU Teller 100,000 

Exchange Teller 80,000 

Interest and Discount 

Discount Teller 3,200 

Certificate of Deposit 

Exchange Teller 10,000 

Cashier's Checks 

Exchange Teller 25,000 

Collection and Exchange 

Collection Department 5 


Cash Debit $1,814,606 


$600,000 

50,000 

4,600 

316,800 871,400 


CASH RECEIPTS JOURNAL 
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Date, July 23, 19 


Loans and Discounts 
Discount Teller. 


Item Amount 

$320,000 


Individual Deposits 
Receiving Teller 
Mad Teller. . . . . 

Note Teller 

Exchange Teller 
Paying Teller. . , 


$120,000 

10,000 

60,000 

60,000 

205,000 455,000 


Other Banks 

Transit Department 


116,224 


Interest and Discount 


Expenses 

Paying Teller 


9,000 


Exchanges for the Clearing House 

Clearing Teller 298,381 

Total Cash Credit $1,198,605 

P. M. Balance of Cash 616,000 

Total $1,814,605 


CASH DISBURSEMENTS JOURNAL 
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The general discussion of bank accounting has involved 
a discussion of most of the above records. There are a few, 
however, about which nothing has been mentioned. The 
more important of these books are the bills payable register, 
the investment ledgers, the voucher register, and the pay- 
roll book. 

The bills payable register records the bankas liability 
on bills issued. The investment ledgers contain the details 
of securities and real estate owned. The voucher register 
contains a record of the expenses incurred. The payroll 
book contains the names and salaries^ of the employees. 
These books are self-explanatory, and no extended discussion 
of them is necessary. 
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A BANK’S RELATION WITH ITS CORRESPONDENTS 

One of the main duties of the transit teller is to see 
that checks received which are payable in other cities are 
promptly forwarded for credit or collection. Accordingly, 
all checks payable by banks in other cities are sent to him 
each day. These checks are sorted, and when they are ready 
to be forwarded, they are sent to banks in various sections 
of the country for collection. A remittance letter accom- 
panies each group of checks. These remittance letters state 
exactly what items are being forwarded for collection and 
credit. Upon receipt of the letters, the receiving banks in 
turn sort the checks, and if necessary make collection 
through the clearing houses or through other banks with 
which they maintain deposit relations. 

Banks which perform services similar to the above, or 
other services shortly to be mentioned, are known as cor- 
respondent banks. Small country banks find it advantage- 
ous to maintain correspondent relations with large city 
banks, and these in turn find it highly desirable to maintain 
similar relations with banks in other cities. The main rea- 
sons for maintaining correspondent accounts are as follows: 

(1) The investment of surplus funds over and above 
amounts required for the proper conduct of banking. 

(2) The convenience afforded in the collection of checks, 
notes, and drafts. 

(3) To afford accommodation to customers desiring 
exchange on other cities. 

(4) To afford accommodation to customers through the 
issuance of travelers^ checks and letters of credit. 
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A bank making deposits with a correspondent keeps a 
record of the amount it has on deposit, just as does an 
individual who has a bank account. It knows at all times 
the actual balance it has on deposit in each of its corre- 
spondent banks. The bank which receives the deposit 
handles the accoimt as it does other deposit liabilities. 
Credit is given the depositing bank for all deposits, gener- 
ally called remittances or remittance letters, for all interest 
added, and for collections made on its behalf. The deposit- 
ing bank is charged with all drafts drawn by it on the cor- 
respondent and occasionally with petty expense items, such 
as telephone, exchange, and collections. At frequent inter- 
vals, usually monthly, the depository bank sends to the 
depositing bank a statement, with the request that it be 
verified and a report, or reconciliation, rendered to the 
depository bank. 

This reconciliation, prepared and forwarded to the 
depository bank, is based on the theory of debit and credit. 
In appearance, however, it is quite different from the usual 
bank reconcilement made by individuals and business 
houses. The method of reconciling can best be shown by 
taking a hypothetical case. 

The Sixth National Bank of BJoomsburg, Pa., opens an 
account with the Merchants’ National Bank of New York, 
for the purpose of creating New York exchange for its cus- 
tomers and as a collecting medium for checks payable in and 
around New York. At the end of the month the Mer- 
chants’ National Bank of New York sends a statement to 
the Sixth National Bank of Bloomsburg, Pa. The state- 
nlent forwarded, just as it appears on the books of the 
New York bank, follows: 
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Sixth National Bank of Bloomsbubo 
(As It Appears upon the Books of the Merchants’ National Bank) 


Date 

19— 

Credits 

July 2 

R. 

$10,000.00 

5 



5 

R. 

6,533.12 

6 

R. 

7,200.07 

6 



7 

Coll. 

160.00 

7 



10 

R. 

2,382.21 

12 



12 

R. 

4,229.03 

13 

Coll 

612.15 

13 



16 

R. 

3,112.30 

16 



18 

Coll 

422.61 

19 



20 

R. 

2,667.38 

21 



21 



23 

R. 

1,198.99 

23 



23 



24 

Int. 

52.67 



Debits 

Balance 

Ck. 

$333.83 

$10,000.00 

9,666.17 

Ck. 

2,059.17 

16,199.29 

23,399.36 

21,340.19 

Tel. 

1.25 

21,490.19 

21,488.94 

Ret. 

74.15 

23,871.15 

23,797.00 

Ck. 

3,162.20 

28,026.03 

28,538.18 

25,385.98 

Ck. 

963.63 

28,498.28 

27,534.65 

Ck. 

20.60 

27,957.26 

27,936.66 

Ck. 

1,880.03 

30,605.04 

28,624.01 

Ck. 

810.12 

27,813.89 

Ck. 

348.80 

29,012.88 

28,664.08 

Ck. 

10,057.00 

18,607.08 

July 24, Balance. . 

18,659.75 

.. $18,659.75 


Explanation of abbreviations: Tel. = Telephone; R.= Remittance Letter; 
Ck. = Check; Coll. “Collection; Ret. “Return Item; Int. “Interest. 


Variations of the above form are often found. A few 
large banks, in rendering statements to their correspond- 
ents, reverse their debits and credits to enable their corre- 
spondents^ cashiers to compare the items of the statement 
with those of their own account with a minimum of effort 
and error. 

The account upon the books of the Sixth National Bank 
of Bloomsburg, Pa., follows: 
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Mbrchants’ Nationaii Bank of Nbw York 


(As It Appears upon the Books of the Sixth National Bank) 


July 1 

Remittance Letter. 

$10,000.00 

July 3 Draft No. 1 . . 

$333.83 

3 

Remittance Letter. 

6,533.12 

6 Draft No. 2 . . 

2,059.17 

5 

Remittance Letter. 

7,200.00 

9 Draft No. 3. . 

20.60 

7 

Remittance Letter. 

2,382.21 

11 Draft No. 4. . 

3,152.20 

9 

Collection 

150.00 

13 Draft No. 6 . . 

1,080.30 

11 

Remittance Letter. 

4,229.03 

14 Draft No. 6. . 

963.63 

14 

Remittance Letter. 

3,112.30 

14 Return Item;. 

74.16 

18 

Remittance Letter. 

2,567.38 

16 Draft No. 7. . 

1,880.03 

20 

Collection 

422.61 

17 Draft No. 8 . . 

348.80 

21 

Remittance Letter. 

1,198.99 

18 Draft No. 9 . . 

810.12 

22 

Remittance Letter. 

2,000.00 

20 Draft No. 10 . 

10,057.00 

23 

Remittance Letter; 

1,800.50 

21 Draft No. 11 . 

1,131.11 




24 Draft No. 12 . 

25.68 




Balance 

19,659.52 



$41,596.14 


$41,596.14 

July 24 

Balance 

$19,659.52 






Upon receipt of a statement from its correspondent in 
New York, the Bloomsburg bank checks the statement and 
the account. Differences which can be located by the 
Bloomsburg bank, such as those which are due to errors in 
recording drafts, are noted, and if the Bloomsburg bank is 
in error corrections are made. The reconcilement state- 
ment sent by the Bloomsburg bank to its New York corre- 
spondent is given herewith: 
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Bloomsburg, Pa., July 30, 19 — 

To the Cashier, 

Merchants' National Bank, 

New York, N. Y. 


The statement rendered by you showing a balance due us amounting to 
$18,669.75, as of the close of business July 24, 19 — , agrees with our books 
with the following exceptions: 


Date Item 

Amount 

Date Item 

Amount 

We debit (you do 


We credit (you do 


not credit) 


not debit) 


7/22 Remittance 

$2,000.00 

7/13 Draft 

$1,080.30 

7/23 Remittance 

1,800.50 

7/21 Draft 

1,131.11 



7/24 Draft 

26.68 

You debit (we do 


You credit (we do 


not credit) 


not debit) 


7/7 Telephone Charge . . 

1.26 

7/7 Remittance 




$7,200.07 




We debit 




7/6 7,200.00 





.07 



7/13 Collection 

512.15 



7/24 “interest 

62.67 

Your Credit Balance 18,659.76 

Our Debit Balance. . 

19,669.52 

Total $22,461.50 

$22,461.60 


Respectfully yours. 

Cashier. 

The above form, which is peculiar to banks, shows similar 
totals on both sides. It differs from the ordinary reconcile- 
ment in that it is built up by addition, rather than by 
additions and subtractions. If the accounts as given rep- 
resented the relations of a business man with his bank, the 
reconcilement would appear on the back of the stubs of his 
check book, undoubtedly taking the following form: 
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Check Book Balance forwarded . . . 



$10,669.62 

7/24 — Bank Balance as per Statement . 
Less Checks outstanding: 

No. 6 

No. 11 

. $1,080.30 
. 1,131.11 


$18,669.76 

No. 12 

Add Deposits in Transit 

26.68 


2,237.09 

$16,422.66 

7/22 

. $2,000.00 



7/23 

. 1,800.50 


3,800.60 

Adjusted Bank Balance . . . . 



$20,223.16 

7/24 — Check Book Balance 

Add: 

Error in Remittance 

7/6 — Bank Credited 

• 

. $7,200.07 


$19,669.62 

Check Bo6k 

.' 7,200.00 

$j .07 


7/13 — Collection 

• 

612.16 


7/24 — ^Interest 

• 

62.67 



664.89 


$20,224.41 

Less 

7/7 — ^Telephone Charge 1.26 

Corrected Check Book balance $20,223.16 

If, instead of going through the above procedure of adding 
and subtracting, the business man were to add to his own 
balance the^items which he deducts from the bank balance, a 
reconcilement similar to the one given for banks would result. 

A very important feature of reconcilements is the neces- 
sity of following up items of difference which appear from 
month to month. Items of difference are generally adjusted 
by one or the other of the banks during the month following 
the rendition of the statement. Petty defalcations might be 
concealed by carrying as items of difference remittances in 
transit. It is accordingly advisable to see that differences 
are located and adjustments are made at the earliest possible 
moment. 
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BANK BALANCE SHEET, BANK RESERVE, 

AND BANK EXAMINATIONS 

The balance sheet or statement of assets and liabilities 
of the average business house is prepared once a month, 
sometimes at less frequent intervals. The preparation of 
this statement is attended by more or less confusion at all 
times. Provision must be made for depreciation and for 
possible loss from doubtful customers^ accounts. Accruals 
and prepayments must be calculated or estimated. Inven- 
tories often require adjustment. A bank, on the other hand, 
in preparing its balance sheet does not labor under the same 
difficulty as a manufacturing company. 

Balance Sheet 

A bank’s relation to its depositors and to the public is 
such that a daily statement of assets and liabilities is essen- 
tial. Since a considerable amoimt of cash is handled daily, 
some method must be devised to limit the possibility of 
loss through dishonesty. The bank balance sheet, accord- 
ingly, is prepared daily, and it has already been explained 
how the various departments through their settlement 
sheets expedite its preparation. The majority of items con- 
tained in each department’s settlement can be compared 
with and proved by settlements received from other depart- 
ments. It is also necessary for banks to have their accounts 
always in balance. An examination may be made at any 
time by the Comptroller of the Currency of the United 
States or another outside agency. 

, The Comptroller of the Currency of the United States, 
under Section 5211, United States Revised Statutes, issues 
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at least three calls a year to the national banks of the 
country, requesting each bank to furnish him with a state- 
ment of its resources and liabilities within five days of a 
date specified by him. The form of the report and the 
information contained therein are prescribed by the Comp- 
troller. A portion of the form covering resources and liabili- 
ties is attached herewith (Form XXXIV) . It wiU be noticed 
that the resources and liabilities are in many cases to be 
supported by subsidiary schedules. The form of the report 
covering earnings, expenses, and dividends is also given. 
(Form XXXV.) 

On December 31, 1936, there were 5331 banks which 
rendered reports to the Comptroller of the Currency. A 
summary of the resources and liabilities of these banks, 
taken from the Comptroller’s Abstract of Reports No. 190 
revealed the following as of December 31, 1936: 


\ 

Assets 


(000 Omitted) 


Loans and discounts (including rediscounts) $8,267,328 

Overdraf ts 3,882 

U. S. Government securities owned 7,300,159 

Securities guaranteed by U. S. Gov’t as to interest and principal. . 1,385,395 

Other bonds, stocks, securities, etc 4,094,490 

Customers’ liability account of acceptances 78,717 

Banking house furniture and fixtures 633,095 

Other real estate owned 176,506 

Reserve with Federal Reserve banks 3,828,463 

Cash in vault 618,503 

Due from banks and cash items in process of collection 4,634,115 

Cash items not in process of collection 9,099 

Acceptances of other banks and bills of exchange or drafts sold 

with endorsement 6,779 

Securities borrowed 273 

Other resources 134,637 


Total 


$31,070,441 
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(000 Omitted) 

Demand deposits $12,691,606 

Time deposits 7,281,494 

State, county, and municipal deposits 2,057,872 

U. S. Gov’t and postal savings deposits 658,230 

Deposits of other banks 4,450,048 

Certified and cashier’s checks, cash letters of credit, etc., out- 
standing 469,147 

Total Deposits $27,608,397 

Secured by 'pledges of loans and for investments 2,388,301 

Not secured by pledges of loans and for investments 25,220,096 

Agreements to repurchase U. S. Gov’t and other securities sold.. 835 

Bills payable 2,588 

Rediscounts 62 

Obligations on industrial advances transferred to Federal Reserve 

Bank 10 


Acceptances of other banks and bills of exchange or drafts sold 

with endorsement 5,779 

Acceptances executed for customers ■ 83,126 

Acceptances executed by other banks for account of reporting 

banks 11,504 

Securities borrowed 273 

Interest, taxes, and other expenses accrued and unpaid 47,636 

Dividends declared and not yet payable 28,642 

Other liabilities 110,579 

Capital stock 1 ,598,81 5 

Surplus 1 ,046,582 

Undivided profits (net) 368,525 

Reserve for contingencies 146,467 

Preferred stock retirement fund 10,621 

Total $31,070,441 


The balance sheet of a bank published in the daily papers 
exhibits only a very condensed statement of its resources 
and liabilities, thereby making an analysis of its condition 
extremely difficult. The report of condition, and the report of 
earnings and dividends, forwarded to the Comptroller of the 
Currency, show the resources, liabilities, earnings, expenses, 
and dividends in considerable detail. The forms of these re- 
ports without accompanying schedules are shown herewith. 


Bank Reserve 

One of the items on the asset side of the statement which 
is of very great importance is the reserve. This item is 
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called by national banks Reserve with Federal Reserve 
Bank.’’ Banks which are members of the Federal Reserve 
System are divided into three groups, Central Reserve City 
Banks, Reserve City Banks, and Country Banks, each 
group having separate reserve requirements. Two cities, 
New York and Chicago, are known as Central Reserve 
Cities. Sixty cities at the present time are classified as 
Reserve Cities. Banks located in these cities if members of 
the Federal Reserve System must maintain their reserves at 
levels designated by the Board of Governors of the Federal 
Reserve System. All other banks which are members of 
the System are known as country banks. The form pre- 
scribed for the computation of reserves is shown herewith. 
Regulations D under section 19 of the Federal Reserve Act 
contains provisions relative to the computation of reserves, 
deduction allowed, deficiencies in reserves, and penalties 
assessed in connection therewith. The reserve calculations 
shown in Form XXXVI are those made for a bank in a small 
city. Reserve calculations were based on 4J per cent for time 
deposits and lOJ per cent for demand deposits, calculations 
being made as of October 21, 1936. 

The term ‘‘demand deposits” as used in the form for the 
calculation of reserve includes individual deposits subject 
to check, certificates of deposit, state, county, and municipal 
deposits, deposits of other banks and trust companies (pay- 
able within 30 days but not subject to immediate with- 
drawal), and other demand deposits. The term “time de- 
posits” is used to designate those deposits payable after 30 
dayB or subject to 30 days’ or more notice. It includes 
state, coimty, and municipal deposits, deposits of other 
banks and trust companies, deposits evidenced by savings 
pass books, certificates of deposits, Christmas savings 
accoimts, Postal savings deposits, etc., provided these are 
not payable within 30 days. 

Bank Examinations 

One of the most vital checks for safeguarding the opera- 
tion of a bank is.the bank examination. Banks are operating 
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Bitfi ef O0?tfMn 
•f tk% F«d«r«l ^mwnt Bfw/tam 
W9tm B-U 
OUfM Dm* ltai> 


SaaplB 

- ■■ . Troat CoBpaigrf , 
*0 of 10/22/56* 

Deposit# 10/21/56 P*ll* 


Computation of Reserve to be carried with the Federal Reserve Bank 

by Member Banks 

(Fci deSnitioM of the ttnoa croei demand deposits, deductions allowed inr computinf reserves, cash hems !n process of eoneetioo. net 
d em a nd depoeits and time deposits, s^ Regulation D of the Board of Governors of the Federal Reserve Sjsfcm) 


I. Gross dsmand deposits* including U. S. Government .depoeits and demand balances of other 

banks 

(See Schedule J of the quarterly cbodition report for hems ooostituting demand depoeiu) 




a DtdocUoiis allowed, in compatlng reaeires: 

(o) Balances subject to immediate withdrawal due from other benks* 

(except balances due from Federal Reserve banks, from for- 
dgn banks or branches thereof, from foreign Ranches of 

domestic banks, or from private banks)... ■ 

(Corresponds to Item 1 in Schedule I of 
the quarterly condition report) 

ib) Cash Items in process of collection, except to the extent included 
in hem 2 (a) above (including cbeclm with Federal Reserve 
banks in process of collection and checks on hand which will be 
presented for payment or forwarded for collection on the fol> 

hwhif butinw d«y) ■ ,18.485.08 606,7. 88.Q6-. 

(Orresponds to hem 2 in Schedule 1 
of the quarterly condition report) 

8. Net dcmind deposits (hem 1 minus hem 2) y it — 


i. lime deposits 

(See Sdwdule K of the quarterij oondlUon rep or t for ilcma consthutinf time deposits) 


fL Rssenrs required: 

<n) On net demand deposita (item 3 above) : 
Banks la central reserve cities, percent;. 
Banks In reserve dtles^ percent; 

Banks located elsewhere, per ce n t. uoif.. 


(b) On time deposhs (item 4 gbove) : percent.. 4 


ic) Total reserve to be malntslsed with Federal Reserve Bank. 

*IochMSng cash itema forwarded to a correspondent bank for collection end credit and charged to hem **Doe from banks** 

Balazics sith Federal Reserve Bank - 10/22/56 252 *125 *57 _ 

Excess rsserva 16*405*66, 


Form XXXVI 

RESERVE COMPUTATION 
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Excerpts from Latest Call Report Form 

OlatiMui lam tUOi State bnk taitm fw IM) 


Scfcsdsl* t— Cask, balaaeta with othar baaka 
ackaacet for clearlas hooto, oita 

la Dcoaad bitinoea wHb other beiila hi the United Sttlee (except privete benks end Aaerieaa bnadiee 
of lordfn benks) : 

(а) Di|b from benks in New York GtJ****^ 

(б) Dtw Irom benks elsewhere b the United States 

k Cash items b process of coUeetkA incleding cxchenges for clesrbff hoosev except to the extent 

bduded b item 1 . 

SUBTOTAL of items 1 end 2 (smotant deductible from demand deposits b deter- 
mining amount subject to reserve) 

Time balsnees with other batiks b the United Ststes (except private banks and American branches, 
of foreign banks) . 

C Balances 'with private banks and American branches of foreign banks in 

S. Balsnees with banks b foreign countries (including balances with foreign branches of other 

American banka but excluding amounts due from own foreign branches) 

A Cash bfvault . 

TOTAL of items 1 to 6 (must agree with item 9 of ''Assets’*) ^ 


15li7l &t0a 

.gg^sSfigaflZ, 

lftp46S,Q6 

(Amount not 
to be extended) 


Sck^dolb J^-DtnUtnd depostig (ail deposits other than "time deposits’* as dehned b Regulatioo 
P of die Board of Oovemors of the Fcderel Reserve System) 

fL. Partnerships, and oorporatiooe (must agree with item 14 of **LIshnitits'*) . . . . 


|k' "Unibd'Sblt^ deposits — — 

S. Btabi .county, and mtmicipal deposits gQjftRfijififlL 

C Deposits of other banks b the United Ststes ( excep t privste banks and American branches of foreign , ^ 

lanki) 10w290#7Q 

f. Deposits of private banks and American branches of foreign banks 

4 -Deposits of batiks b foreign countries (including balances of foreign branches of other American 

banks but excluding amounts due to own foreign branches) ; 

f. (Certified and officers* checks, letters of credit and travelers* checks sold (or cash, and amounts due .. . _ 

to Federal Reserve Bank (transit account) 


Total demand depoalta (items I to 7 of this schednle) 


« 1.682.295.g4 


Sektdale K— Time deposits (at defined b Regulatbo D of the Board 6f Oovemors of the Fed- 


oral Reserve System) 

t. D^osits ’ (except Mvings deposits), of Individttsls. partnerships and corpor atl oei:. 

(a) Certlficata of deposit (other than for mopey borrowed) B: g?i9g7»07 — , 

(b) Open a cc ounts . 

(r) Ckristmas savings and similar accounts 

Z Deposits evidenced by stvingi pass books (Na of acc*ts..».-.. - ) «.-&sQg&s gffl .s. 87 ....^ 

SUBTOTAL of items 1 and 2 (must agree with item IS of Usbilities**) (Amount not 


. to be extended) 

Z Postal savings dipoafts. — ■■ • — 

4 8tet^ county, and municipal deposits ■ — 

4 Depoaiu of other banks b the United Sutes (except private banks and American branches of 

foreign banks) ...» ■■■— . 

4 Deposits of prfvab banks and Atneriean branches of foreign banks ■■ - - 

7, Daposhr-of banks b foreign countries (bcloding balsnees of forefgo branebea of othar Amerkaa 

banka but cxdndbg amounts doe to own fortign branches)....^ ^ , 

Total Uan dopoiita (itow i «. 7 d tu* Kbdui.) 


Form XXXVI— REVERSE SIDE 
RESERVE CJOMPUTATION 
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with the public^s money and therefore must submit to rigid 
examinations of records and funds. Temptation and oppor- 
timity to appropriate money often ensnare employees; occa- 
sionally officers divert bank funds to their private uses. 

Losses can be forestalled or limited by examinations. 
There is no substitute for honest and competent manage- 
ment, but a careful, searching investigation of the conduct 
of a bank by capable examiners is a compelling deterrent to 
criminal mismanagement and a check upon careless or loose 
administration. The scope of modern bank examination 
has gradually been broadened by some supervising agencies 
until it approaches that of an audit. The trepd is definitely 
towards a more thorough inquiry into the value of the assets, 
the correctness of the general accounts, the determination 
of the character and amount of the liabilities, the kind of 
investment and lending policies in vogue, and whether the 
directors and officers are pursuing sound practices in con- 
formity with their primary duty to invest wisely, safely, 
and conservatively the funds of the depositors. The value 
of an examination conducted in behalf of the national or a 
state government is so well recognized that the Federal 
Government and most of the states have enacted laws 
creating departments of banking and authorizing regulation 
and examination of banking institutions. Examiners clothed 
with the power and authority of the government, supported 
by adequate legislation, examining without notice and devot- 
ing sufficient time and thought to their work, can strengthen 
and influence banking, but their efforts cannot supplant 
proper management. 

Examinations may be conducted by representatives of 
organizations with which a bank is affiliated, such as the 
clearing house and the Federal Reserve Bank of its district; 
in addition, examinations are conducted by the Comptroller 
of the Currency of the United States and frequently by 
public accountants employed by the bank itself. 

Clearing-house examiners in their operations are con- 
fined to the banks in a comparatively small area and are 
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thus able to make thorough examinations. Examinations 
may be conducted imder the Federal Reserve System by 
examiners appointed by the Federal Reserve Board or by 
Federal Reserve Banks with the Board^s approval. 

The Comptroller of the Currency appoints chief national 
bank examiners who are assigned to the twelve Federal 
Reserve districts. These chief examiners direct the opera- 
tions of a staff, the members of which are appointed indi- 
vidually for bank examinations. The Comptroller of the 
Currency conducts an impartial examination. His exam- 
iners investigate the cash balance, investments, loans, and 
collateral, to verify the accuracy of the records in question, 
and may make a detailed analysis of all the resources and 
liabilities of the bank. Such an examination enables the 
Comptroller to determine the strength of a bank and the 
propriety of its methods of operation. 

Out of the banking crisis there was established the Fed- 
eral Deposit Insurance Corporation for the guarantee of 
bank deposits. This agency conducts its own examination 
of banks preparatory to their entrance into membership of 
the Federal Deposit Insurance Corporation. After admit- 
tance into the corporation member banks are regularly 
examined each year by the examiners of the corporation. 
It can be said that this agency is tending to bring about 
uniformity in requirements for members which are drawn 
from the ranks of national banks, state banks which are 
members of the Federal Reserve System, and other non- 
member state banks. 

The public accountant is a professional who is completely 
equipped to obtain information as to the conduct of a bank, 
and is in a position to conduct a most thorough and satis- 
factory bank examination; it is desirable that banks fre- 
quently employ reputable accountants. Such an examina- 
tion may consist of only a rapid survey of assets and 
records, or it may involve a careful checking over books of 
a certain department, or, finally, it may be a painstaking 
investigation of all the activities of the bank. 
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QUESTIONS AND PROBLEMS 

(a) Questions 

1. In connection with the daily transactions of a national bank, 
describe the work of the following departments, and show, in the 
form of specimen cash-book entries, the recording of the transac- 
tions arising therein: 

(a) Receiving teller. 

(b) Paying teller. 

(c) Discount department. 

(1) Notes discounted. 

(2) Notes maturing. 

2. From what sources (tellers) may the following debits and 
credits on the books of a bank arise: 

(a) Credit to individual deposits. 

(h) Debit to loans and discounts. 

(c) Debit to cashier’s checks. 

(d) Credit to loans and discounts. 

(e) Debit to clearing-house exchanges. 

3. Name at least five controlling accounts kept in the general 
ledger of a bank, and name the subsidiary ledgers in which the 
details supporting these accounts are kept. 

4. The following accounts appear upon the balance sheet of 
every bank: 

(1) Individual deposits. 

(2) Loans and discounts. 

State the nature of the debits and credits to each of these accounts. 

6. Outline the steps necessary to record the following trans- 
actions on the records of a bank from the moment of their incep- 
tion until the final record is made in the general ledger: 

(o) Deposit of A. Jackson for $1700, including cash $1000, 
checks on home bank $500, checks on out-of-town 
banks $200. 

(b) Cashing of a check drawn on another bank, a member 

of the clearing house, for $250. 

(c) Discounting a $2000 note of S. Clark. Discount $20. 

Proceeds credited to S. Clark’s account. 

(d) The payment in cash of notes amounting to $5000 

which had matured today. 
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. 6. Trace the bookkeeping procedure involved in recording each 
of the following transactions: 

(o) Receipt of a check by the receiving teller, drawn by 
another depositor. 

(6) The cashing of a check drawn on a clearing-house bank. 

(c) The discounting of a note for a depositor. 

(d) The issuance of a draft on a correspondent bank. 

^ 7. What is mean by the term teller’s settlement ”? What 
uses are made of this settlement? 

8. Explain fully the following terms used in bank accounting: 

(a) Certificate of deposit. 

(b) Customer’s liability account letters of credit. 

(c) Exchanges for the clearing house. 

(d) Remittance letter. 

(b) Problems 

1. The Helmville National Bank is a small country bank having 
only one teller, the cashier, who personally handles all the bank’s 
transactions. His only assistant is a bookkeeper, who personally 
records all the transactions on the bank’s bookB. The cashier 
prepares a general settlement every day. 

At the beginning of business on October 14, the bank had on 
hand currency and coin totaling $2600.00. 

During the day the following transactions took place: 


Individual deposits received 12400 

Checks certified for depositors 800 

Sold drafts on correspondent bank 200 


Loans and discounts granted $500, discount $5, 

proceeds credited to borrowers’ accounts 

Loans and discounts maturing $650; these were 


charged to borrowers’ accounts 

Sent deposit letter to correspondent bank 700 

Checks on own bank turned over to bookkeeper 1000 

Currency and coin on hand at end of day 3400 

The settlement shows a difference. 


Flepare the general settlement. 
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2. The following information has been obtained regarding the 
work of the various departments of the Empire Natio:^ Bank of 
Philadelphia on December 2: 

1. Individual deposits received: 

Currency and coin $44,374.60 

Checks on own bank 18,738.77 

Checks on clearing-house banks 5,048.61 

Checks on out-of-town banks 43,024.34 


$111,186.12 


2. Currency and coin beginning of day $268,869.18 

3. Checks were certified for depositors 85,308.06 

4. Sold drafts on correspondents $13,020.00; ex- 
change charged $12.00; received in payment: 

Checks on own bank $11,000.00 

Currency and coin 2,032.00 


$13,032.00 


6. Cashed checks as follows: 

Checks on own bank $36,749.49 

Checks on clearing-house banks 4,437.33 

Certified checks 4,770.00 


$45,966.82 

6. Loans and discounts granted $35,238.00 

Less: 

Discount 151.29 


Proceeds credited to individual deposits $35,086.71 

7. Loans and discounts maturing, $42,600.00; 
interest, $150.00; total made up as follows: 

Collected by correspondents $12,300.00 

Received in checks on own bank 26,000.00 

Received in currency and coin 6,450.00 


$42,750XX) 
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8. Items fecdved from customers for collection $10,707.72 

0. Items collected for customers $8,856.63 

Less: Collection and exchange 6.00 

Proceeds credited to their accounts $8,850.63 

Collections consisted of the following: 

Reported by correspondent banks $2,134.95 

Collection and exchange charged by them. . 5.25 

$2,129.70 

Checks on own bank 1,500.00 

Currency and coin 5,221.68 

$8,851.38 

Collection and exchange due own bank .... .75 


$8,850.63 

10. Received deposit letters from correspondent ===== 

banks, $10,151.71, made lip as follows: 


Checks on own bank $3,500.71 

Checks on clearing-house banks 4,000.00 

Checks on out-of-town banks 2,651.00 


$10,151.71 

11. Mailed deposit letters consisting of checks on out-of-town banks to corre- 
spondent banks, $24,334.84, to the Federal Reserve Bank, $21,340.50. 

12. Exchanges sent to the clearing house $7,113.15; these were held over from 
the previous day. 

13. Checks on own bank received from the clearing house $12,694.56; the 
clearing-house balance was settled through the Federal Reserve Bank. 

14. Interdepartment transactions: 

Receiving teller turned over cash to paying teller $38,298.00. 

All checks on clearing-house banks were turned over to the clearing 
department. 

All checks on own bank were turned over to the bookkeeping depart- 
ment. 

Ail checks on out-of-town banks were sent to the transit department; 

15. Currency and coin on hand at end of day: 


Receiving teller $6,076.50 

Paying teller 263,242.36 

Loan department 5,450.00 

Collection department 5,221.68 


$279,990.54 

Prepare the tellers^ settlements as of the close of the day. 
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3. From the solution prepared for Problem 2, prepare the 
cash journal summarizing the day’s transactions. 

4. The general ledger of the Inland National Bank of Cleveland 
contained the following items at the beginning of business 
December 3. Prepare a statement of resources and liabilities. 


Acceptances payable '. $36,612.50 

Amounts due to banks, bankers and trust companies 229,718.78 

Amounts due from banks, bankers and trust companies 266,298.11 

Banking house 265,636.02 

Bills payable 13,510.85 

Other bonds and securities 431,971.62 

Capital stock paid in 250,000.00 

Cashier’s checks outstanding 5,722.65 

Cash in vault 134,434.59 

Certified checks outstanding 3,796.69 

Checks on city banks 3,013.63 

Checks on out-of-town banks 3,106.71 

Customers’ liability, account of acceptances 28,837.50 

Exchanges for clearing house 3,556.58 

Furniture and fixtures 33,602.33 

Individual deposits subject to check 1,151,395.86 

Interest earned but not collected 6,969.69 

Interest and discount collected but not earned 3,055.^^5 

Reserve with Federal Reserve Bank 142,674.24 

Loans and discounts 996,576.11 

Municipal and County Deposits 177,345.00 

Other liabilities 637.50 

Reserve for interest accrued 9,005.50 

Stock of Federal Reserve Bank 18,000.00 

Surplus 50,000.00 

Time deposits 735,459.29 

Undivided profits 110,093.23 

U. S. deposits 37,500.00 

U. 8. Government securities 479,175.97 


5. Compute the reserve required to be kept for the above bank. 
Determine the excess or deficiency of the reserve carried with the 
Federal Reserve. 

6. The Keystone State National Bank is located in a small town 
in Pennsylvania. Below is given a statement of resources and 
liabilities of this bank as of November 29. Using the information 
given in this problem you are asked to (1) present in column 4 
below the statement of resources and liabilities as of November 30. 
(2) Calculate the reserve required as of November 30 and the 
excess or deficiency of reserve as of that date. 
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Nov. 29 Dr. 

Rbbourcbs Balances 

Loans and discounts $1,269,000 

U. S. Govt, and other Securities 

owned 600,000 

Banking house and jEixtures 70,000 

Reserve with Federal Reserve Bank 104,000 

Cash 127,000 

Due from banks 229,000 

Exchanges for clearing house 4,000 


$2,303,000 


Liabiutibs 

Capital stock paid in $175,000 

Surplus 66,000 

Undivided profits — ^net 13,000 

State and Municipal Deposits ' 175,000 

Due to banks, bankers and trust 

companies 14,000 

Certified checks outstanding 26,000 

Individual deposits subject to check 1 ,260,000 

Time deposits (savings) 637,000 

U. S. deposits 16,000 

Other liabilities 31 ,000 


$2,303,000 


Cr. Nov. 30 
Balances 


CASH BOOK 

SUMMABT 01* TbANSACTIONB FOB NOVBMBKB 30 


DAU AeecufUi, Credit Cash 

Individual deposits $84,000 

Due from banks 20,000 

Loans and discounts 14,000 

Certified checks 5,000 

Exchanges for clearing house 6,000 

Federal Reserve — tat reserve purposes 4,000 

Cash balance, P. M 127,300 


$260,300 
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Credit AecwmiSi Dihit Cash 

Balance of cash on hand $127,000 

Individual deposits 69,000 

Due to banks, bankers and trust companies 5,000 

Due from banks, bankers and trust companies 6,000 

Certified checks 17,000 

Loans and discounts 30,000 

Exchanges for clearing house 4,000 

Federal Reserve Bank (adjustment of balance) 2,000 

Undivided profits 300 


$260,300 



PART IV 

STOCK BROKERAGE 
CHAPTER XV 

THE BUSINESS OF THE STOCK BROKER 

A BEOKER may be defined as a person who buys or sells 
for another, receiving, as compensation for his services, a 
fee or a commission mutually agreeable. The commodity 
or article purchased or sold by the broker is usually men- 
tioned when speaking of a broker. Thus one may refer to 
a grain broker, a cotton broker, a live-stock broker, or a 
stock broker. The actual buying and selling of these and 
many other commodities takes place in what is known as a 
market. Although the business transacted in many of these 
markets is exceedingly important, the discussions in this 
section will be confined to the activities of the stock broker 
and the accounting procedure followed in the recording of 
stock brokerage transactions. 

Stock markets can be foimd in most of the larger cities 
of the world. In these markets, brokers meet at regular 
intervals for the purpose of buying and selling securities. 
Their activities are watched closely, for the interest in the 
stock market is not confined to the wealthy or to the owners 
of securities. Many look to the stock market for aid in the 
solution of their business problems. The trend of stock and 
bond prices often influences executives in making decisions 
as to whether a contemplated expansion of plant facilities 
should be undertaken, whether bonds ought to be sold, 
whether an issue of callable preferred stock should be retired, 
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etc. Traders too are interested in it because it furnishes 
their means of livelihood. 

On the basis of the voliime of transactions, it can be said 
that the most important stock markets in the United States 
are the New York Stock Exchange and the New York Curb 
Exchange. The New York Stock Exchange is an unincor- 
porated association of stock and bond brokers. On March 
1, 1937, there were 1375 members in this association, repre- 
senting 653 stock exchange firms, operating 1209 branch 
offices throughout the nation.^ The New York Stock Ex- 
change in its constitution has provided rules for the govern- 
ment of the Exchange and its members. These regulations, 
together with the resolutions of the governing committee, 
establish the procedure to be followed between brokers and 
between brokers and customers. 

/ 

Importance of Stock Brokerage Business 

The securities which are bought and sold consist of stocks 
and bonds issued by public and private corporations. In 
order that its securities may be dealt in on the floor of the 
New York Stock Exchange, a corporation must comply 
with the listing requirements of the Exchange. That many 
corporations have found this to be desirable is evidenced 
by the fact that 1216 stock issues and 1405 bond issues were 
listed as of February 1, 1937, according to the New York 
Stock Exchange Year Book. During 1936, more than 
496,000,000 shares of stock and more than $3,500,000,000 
of bonds were traded on the floor of the Exchange. The 
mechanism necessary to handle this enormous business in 
securities, though functioning smoothly, day by day, is very 
complicated. Indeed, the layman, as a rule, does not under- 
stand the nature of the swiftly moving forces brought into 
play in effecting the purchase and sale of securities. 

The successful operation of a brokerage house requires 
a large amount of capital. It is necessary to procure a 

^ New York Stock Exchange Year Books and Bulletins. 
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Stock Exchange membership or seat, the cost of which de- 
pends upon many factors. K the number of memberships 
is limited it may be necessary to purchase a seat from a 
retiring member, and, further, to secure the approval of the 
governing body of the Stock Exchange. In 1936 an aver- 
age price of $130,857 was paid for the privilege of seeming a 
membership on the New York Stock Exchange. Member- 
ships on other exchanges do not involve such enormous out- 
lays. In addition to the cost of a seat, capital is required 
to procure necessary equipment, to open branch oflGlces, to 
meet the heavy expenses of operation, and to finance the 
purchase of securities for customers. 

Organization of a Stock Broker’s Office 

At the head of a stock brokerage establishment doing 
business on the New York Stock Exchange are the partners, 
one of whom must be the owner of a Stock Exchange seat. 
These men are responsible for the business, are entitled to 
all the profits, and assume all the losses. Problems involv- 
ing the financing of transactions, care of securities, and 
execution of customers’ orders must be settled by them. 
Errors of judgment often prove costly, and the members of 
the firm must bear in mind that each partner is responsible 
for firm debts. 

Many brokerage houses have a boardroom, which is 
situated near the order department. Upon one of the walls 
of this room is a large quotation board. As sales are made, 
upon the floor of the Exchange, quotations are received over 
an instrument known as a ticker. As the selling prices 
appear on this ticker, they are posted on the quotation 
board./ Customers of the house who are in the boardroom 
can follow the market very closely and are in an advanta- 
geous position to buy or sell securities immediately. Sens- 
ing the trend of the market, they can either purchase or sell 
by giving instructions to an order clerk or customers’ man. 
These orders are sent to the order department, which for- 
wards them to the floor of the Exchange, where the order is 
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executed by the firings floor broker or by someone desig- 
nated to act as his representative. 

Upon the execution of an order, the details are sent to 
the purchase and sales department, where entries are made 
to record the transactions. This department is a sub- 
division of the accounting department. Other duties of 
the accounting department consist in keeping an accurate 
record of all transactions which have any bearing upon the 
financial or operating condition of the firm. 

Another important department is the cashier^s. In this 
department all cash is received and all disbursements made. 
It must also keep a record of all securities received and their 
disposition. 

Problems of a Broker 

The operations of a brokerage house give rise to many 
problems. The more important of these are: 

(а) Dual Accounting 

The accounting in a brokerage ofiice can be divided into 
two parts, financial accounting and security accounting. 
The financial transactions are recorded subject to the rules 
of journalizing and control. Securities are not subject to 
these rules, and other methods must be devised for prop- 
erly recording them. A broker must know at all times 
what securities he is holding, to whom they belong, and 
where they are. He must also know what securities are 
owing to him and by whom, and what he owes and to whom. 
Hence, in every brokerage transaction, his books must 
record both the financial details and those connected with 
the securities involved. 

(б) Clearing Securitiee 

Under the rules of the New York Stock Exchange, 
securities sold, with certain exceptions, must be delivered 
before 2:15 p.m. the second full business day following. As 
the daily sales are very heavy, individual delivery of securi- 
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ties is a very diiB&cult task. In order that this burden might 
be lightened, the New York Clearing House was established 
in 1892. Later this organization changed its name to the 
New York Stock Clearing Corporation. Members of the 
Exchange who are also members of the Clearing Corporation 
can clear” their securities subject to the rules and regular 
tions of the Stock Clearing Corporation. Each broker for- 
wards to the Clearing Corporation, subject to certain limi- 
itations, statements of securities bought and sold, the names 
of the other brokers to the transactions, and security bal- 
ances to be delivered or received. Speed and accuracy are 
essential in the preparation of these statements, as they 
must be forwarded to the Clearing Corporation within a few 
hours of the closing of the Exchange. 

(c) Reconcilement of Brokers^ and Branch Offices* Accounts 

Current 

Many brokerage houses in New York maintain branches 
in the larger cities. All orders from these branches which 
are executed are charged or credited to the account of the 
branch office giving the order. This account is in reality 
a control account of the customer’s ledger of the branch 
office. At intervals these are reconciled and differences are 
adjusted. This reconcilement initiated by the home office 
is made by the branch office. 

(d) Financing Transactions 

Arrangements must be made by the broker for meeting 
his obligations; that is, he must finance his transactions. It 
may be necessary for him to secure cash by pledging securi- 
ties as collateral. The amount of money which a broker 
may secure from a bank for the purpose of purchasing or 
carrying stocks registered on a National Securities Exchange, 
is subject to regulations of the Board of Governors of the 
Federal Reserve System. Regulations U and supplements 
thereto contain provisions regarding the amount of a loan 
in relation to the value of collateral on which the loan is 
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being secured.^ The maximum loan value may be changed 
from time to time by supplemental regulations. A broker 
in need of fimds may loan securities to other brokers who 
must make deliveries on contracts. The broker borrowing 
securities in this manner pays for the securities thus ob- 
tained; the broker loaning securities secures funds to finance 
his commitments. The problem of financing involves more 
than cash financing: it involves security financing. If a 
broker has sold securities for a customer of an out-of-town 
branch it may be impossible to obtain the securities sold in 
order to make delivery. Or if the sale was executed for a 
customer who hopes to repurchase at a lower price at some 
future time, the security sold will not be delivered by the 
customer to the broker, as the customer is not in possession 
of the security. Arrangements must be made by the broker 
to obtain stock in order to make delivery. If the broker is 
in possession of identical securities he may use them for this 
purpose, or he may be able to substitute securities in a col- 
lateral loan and thus secure the necessary certificates, pro- 
vided he has on file specific written consent of his customers 
giving him the privilege of loaning the securities or provided 
that the bank is willing to make the substitution in the col- 
lateral loan. If either of the above procedures fails to yield 
the securities, they will have to be borrowed from other 
brokers. Arrangements for borrowing stock can often be 
made on the floor of the Exchange after the market closes. 
Brokers desirous of borrowing and lending securities assem- 
ble and make their needs known. Securities thus borrowed 
and loaned are regarded for clearing purposes as purchases 
and sales. 

(e) Protection of Investment 

The financing of transactions for customers involves in 

1 Effective May 1, 1936, the maximum loan value of any stock is limited to 
46 per cent of its current market value, as determined by any reasonable 
method, except that loans to brokers may amount to a maximiun of 60 per 
cent of market value provided the stock is registered on a national securities 
exchange and that securities are being carried for the account of customers. 
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many instances the use of a broker^s own funds. A broker 
must make arrangements to finance accounts carried on 
margin. This may require the use of the broker^s own 
funds. If through market fluctuations a customer's margin 
is reduced, the broker’s margin of safety is also reduced. 
In past years, many brokers faced the possibility of loss 
through sudden falls in market values which wiped out the 
customers’ margins. This hazard has been greatly reduced 
because under present regulations a customer operating on 
margin is required to deposit or provide for a margin of 55 
per cent of the market value securities purchased.^ If this 
margin is impaired, the broker may request the customer 
to provide additional margin. If the additional margin is 
not forthcoming from the customer, the securities held can 
be sold, if the customer is long, or purchased, if the customer 
has sold short. Constant vigilance is essential on the part 
of the broker in protecting himself from losses arising through 
insufficient margin. Clerks are constantly comparing the 
margin with the market value of securities in customers’ 
accounts. Although customers are required to provide a 
margin of 55 per cent against initial purchases under federal 
regulations, there is nothing to prevent a broker from 
requesting his customers to put up a greater percentage than 
55. Customers purchasing on margin would tend to gravi- 
ta^te toward those firms which required a lesser margin and 
consequently margin requirements are generally fixed at 55 
per cent of market values. A customer opening a new 
accoimt would be required to provide $5500 of margin if he 
were to pmchase secmities having a market value of $10,000. 
If as a result of subsequent operations the customer were to 
build up an equity in excess of the required margin, the 
excess of securities in his account would have to be segre- 

^ Regulation T issued by the Board of Governors of the Federal Reserve 
System, pursuant to the requirements of section 7 and 8 (a) of the Securities 
Exchange Act of 1934, applies to the extension and maintenance of credit by 
members of national securities exchanges and to brokers who act through 
such members. 
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gated by the broker and placed in “safekeeping/^ In the 
event that the margin became impaired some of the securi- 
ties held in safekeeping could be withdrawn and replaced in 
the account as collateral. The account title used to designate 
these securities is known as “Excess Margin” accoimt or 
“Securities Segregated for Excess Margin.” 

(f) Determination of Account Balances 

In preparing customer's statements, security balances 
as well as money balances must be shown. Each account 
must be analyzed in order that interest may be calculated 
properly. Debit money balances and long security balances 
generally appear on the same side of a customer's state- 
ment; credit money balances and short security balances 
are placed together. It is possible, however, to have many 
combinations of money and security balances. For exam- 
ple, a customer may have a debit money balance, and at the 
same time be both long and short of securities, or he may 
have a credit money balance and be long or short of securi- 
ties, or both. 
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PURCHASE AND SALE OF SECURITIES 

In connection with the operations of a broker, speed is 
of paramoimt importance. Minutes count. Orders received 
are rushed to floor brokers on the Exchange and are imme- 
diately executed if the market permits. Customers must 
be notified at once if possible. Transactions must be 
recorded and financed without delay. Statements of securi- 
ties to be cleared must be sent to the Clearing Corporation. 
The necessity for all this speed and activity can be traced 
to the orders received for the purchase and sale of securities, 
which will now receive our attention. 

Procedure of Buying and Selling 

When the brokerage house receiyes an order it is recorded 
upon a Buy or Sell order form. This order form shows the 
security to be purchased or sold, the number of shares, the 
price to be received or paid, and the length of time the order 
is to remain open. In determining the price the customer 
may fix a definite figure, or he may state that his order is to 
be executed at the market, that is, at the market price pre- 
vailing at the time the securities are bought or sold. The 
order placed may remain open only for a day, or it may 
continue until canceled. 

The order is telephoned to the brokerage firm’s exchange 
telephone clerk, and the firm’s floor trader proceeds to piu*- 
chase or sell the securities in accordance with the order. In 
doing so he goes to the “post” on the floor of the Exchange 
where the particular security in question is traded in. 
There sales and purchases are made orally, and at the time 
of sale or purchase no written contract is drawn up. Each 

190 



PROCEDURE OF BUYING AND SELLING 


191 


broker makes a record of the transaction on his broker’s pad, 
and sends notice to his office by telephone. Upon receiving 
a report of the transaction, clerks in the brokerage office 
enter it upon the books of the firm. They also prepare 
Receive from” or ‘‘Deliver to” Tickets, which are sent 
directly to the other broker involved or indirectly through 
the Night Clearing House. The main purpose of these 
tickets is to effect a comparison and thus aid in the adjust- 
ment of differences which occasionally arise when brokers 
transact business in an unusually heavy market. These 
tickets are called Clearing Tickets and are of importance in 
the process of clearing, which will be described later. 

The unit of trading in stocks is usually 100 shares. If 
the stock whose shares are listed is closely held, or is excep- 
tionally high in price, the unit of trading may be less than 
100 shares. Although the unit of trading is 100 shares a 
very large percentage of the stocks purchased or sold by 
brokers for customers’ accounts is in odd lots, that is, less 
than 100 shares. Orders of this type are forwarded to odd 
lot houses which specialize in combining the odd lots of 
many customers and subsequently buying or selling the 
shares of stock on the basis of the unit of trading. These 
odd lot brokers make it possible for the man of small means 
to purchase or sell a few shares of stock or to diversify his 
holdings. The price paid per share by a customer who pur- 
chases a few shares of stock is either J or J in excess of the 
market price prevailing at the time of execution of the order. 
The amount received if a sale is made is likewise slightly less 
than that which would be received if the sale were made in 
the recognized unit of trading. 

Securities which have been purchased and sold, for every 
pmchase involves a sale by someone else, are classified as 
cleared and non-cleared securities. Cleared securities are 
those which may be cleared or adjusted by the Night Clear- 
ing House. However, all deliveries of cleared securities may 
be made through the Central Delivery Department of the 
Day Branch of the Stock Clearing Corporation. Cleaj:ed 
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securities which are bought and sold for cash, delivery to be 
made the same day, are handled by direct delivery. But 
by far the greater portion of securities are sold ^‘regular 
way,*^ that is, delivery of them is to be made before 2:15 
p,M. on the second full business day following the day of 
trade. Purchases and sales made on Friday and Saturday 
are cleared on the following Tuesday, if it is a business day. 
In those instances where securities are not being delivered 
for cash or in the regular way, special arrangements are 
made as to the time of delivery. A large brokerage house 
in the course of a busy day may buy and sell thousands of 
shares of stocks of many corporations. If these shares 
bought and sold are stocks which cannot be cleared,” then 
actual delivery of shares sold must be made and all shares 
purchased must be received. The settling for these stocks 
is a slow process. 

After an order has been executed, a notice is sent by 
the broker to the customer, advising him of the purchase 
or sale; it will show the customer’s indebtedness for the 
securities which have been purchased, or the credit for the 
securities which have been sold. A charge is made for the 
services rendered by the broker. The following table gives 
the broker’s charges on stocks and bonds traded on the 
New York Stock Exchange at the present time. 


On Stocks: 

Under 60f5 per 
per share 
$1 per share 
$10 per share 
$25 per share 
$50 per share 
$75 per share 
$100 per share 
$200 and over. 


share 

and above, 
and above, 
and above, 
and above, 
and above, 
and above, 
and above, 


but under $1 . . . 
but under $10 . . 
but under $26 . . 
but under $60 . . 
but under $75 . . 
but under $100. 
but under $200 . 


May be mutually agreed upon 
Not less than Zi per share 
Not less than 7^^ per share 
Not less than 12Jji per share 
Not less than 15^ per share 
Not less than 17^^ per share 
Not less than 20ff per share 
Not less than 25^ per share 
Not less than SOfi per share 
plus hi per share for each 
$50 or fraction thereof above 
$250. 
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On Bonds: (per $1000 of pax value) 

On railroad, industrial, and public utility bonds, selling at more than 10 
per cent of par value, $2.50. 

On railroad, industrial, and public utility bonds, selling at 10 per cent or 
less of par value, $1.25. 

On government, state, municipal, and short-term bonds, as per mutual 
agreement, usually $1.25. 

The commission charge is added to the cost of pur- 
chases and is deducted from the amount realized on sales. 
In addition to the commission, the seller of stocks must pay 
a state tax and a federal tax on each share sold as well as a 
Security Exchange Commission Registration tax or fee.^ 
Although no state tax is levied on bonds, the Federal Gov- 
ernment imposes a documentary tax of four cents for each 
$100 of face value on each bond sold unless exempt. 

If stocks or bonds purchased are being bought outright, 
then the broker will receive from his customer a check for 
the full amount of the indebtedness. If, however, the stock 
is being purchased on margin, the customer takes — to put 
it in terms of Wall Street — a position in the market.^^ 
If he buys for the purpose of later selling at a profit, he 
feels that business conditions are such that an upward trend 
in a particular stock, or in the market in general, will take 
place. If the customer believes that the future course of 
the market, or of a particular stock, will be downward, he 
will order his broker to sell stock with the hope of being 
able ultimately to purchase at a lower figure. In either 
case he will be requested to make a deposit in cash or securi- 
ties. This deposit is known as a margin and is made to pro- 
tect the broker from loss in the event that security prices 
move in the direction opposite to that which is anticipated. 

The difference between the cost of securities bought and 
the money margin received represents the extent of financing 
for which arrangements must be made by the broker. He 
can either pay this difference himself or pledge the securities 
purchased with his bank or with another broker as the basis 

^ Although the tax is levied on the seller, purchasers of odd lots also pay 
taxes at the rates designated. (See Ex-Clearing House Blotter, page 222.) 
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of a loan. If the purchase is financed through a bank, both 
the broker and the bank are amply protected. The broker 
is indebted to the bank, but the bank is fully i protected 
because it has, as security for any loan made, stocks or 
bonds having a market value in excess of the amount of the 
loan. The broker by pa 3 dng off his loan will secure posses- 
sion of the securities pledged with the bank; if necessary he 
can sell them to protect himself from loss. The broker^s 
margin of safety is the market value of the securities held 
plus the margin received, less the indebtedness of his cus- 
tomer. The customer takes the risk, and to him belong all 
the profits or losses. The customer will be asked to sign a 
contract containing many clauses, one of which authorizes 
the broker to loan and repledge the customer's securities 
separately or together with other stocks and/or securities. 

Purchase of Securities on Margin 

As stated previously, securities are often purchased with 
the hope that they will rise in value, enabling the holder 
thereof to sell at a profit. If the securities are not paid for 
in full, the purchaser tmns over some money or acceptable 
securities to the broker. For the purpose of making clear 
the nature of the charges and credits recorded, the follow- 
ing assumed transactions will be expressed in debit and 
credit form: 

(а) On March 1, A. Stevens orders his brokers. West 
and Scott, to purchase at the market 100 shares of U. S. 
Steel common. The brokers execute the order and advise 
A. Stevens that the shares were purchased at $120. 

(б) A. Stevens deposits with the brokers his check for 
$6,600 on the same date. 

(c) On March 4, the brokers pledge the stock purchased 
with the X National Bank, as part of the security for their 
loan of $100,000. This loan of $100,000 was made to cover 
the purchases of several customers. It bears interest at the 
rate of 2 per cent. 

(d) On March 20, owing to a decline in the market, 
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A. Stevens is requested to deposit additional collateral. 
The request is coniplied with, and the brokers receive from 
A. Stevens $2000 of 3§ per cent Government Bonds. 

(c) In order to prevent impairment in the collateral 
pledged with the X National Bank, the Government Bonds 
are forwarded to the bank as additional collateral. 

(/) On March 30 a statement is rendered to A. Stevens 
showing interest charged him at the rate of 5 per cent. 

The debits and credits for the above are as follows: 

(o) A. Stevens $12,025.00 

Cash.* $12,000.00 

Commission 25.00 

For the purchase of 100 shares of U. S. Steel com- 
mon at $120 per share. 

(6) Cash $6,600.00 

A. Stevens - $6,600.00 

Cash margin received. 

(c) Cash $100,000.00 

Borrowed money $100,000.00 

Loan from X National Bank, various securities 
pledged as collateral. 

(d, e) These transactions do not involve any changes in 
the financial status of the parties concerned. 

The security or position records, however, would 
be affected, and will be considered later. 

(/) A. Stevens $21.85 

Interest $21.85 

Interest for the month of March on balance due. 

ig) An entry would also be made to record the interest 
due the bank on the outstanding loan. 

The many orders executed during the course of a day 
by a broker make impracticable the separate journalizing 
of each transaction. The actual bookkeeping entries will 
be discussed in a following chapter. 

The “Short” Sale 

Having discussed the procedure of buying, we are now 
ready to consider that of selling. Sellers may be investors 
or speculators who, having purchased in the past, desire to 
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dispose of their seciirities for some reason. Again, they 
may be speculators who believe that stock prices will move 
downward, and sell short. A short seller is a person who 
sells that which he does not have, with the hope of being 
able to buy it at a lower future price, and thereby realize a 
profit.^ The operations involved in a short sale can best be 
understood by making journal entries for a hypothetical 
case. Let us assume on September 1 M. P. Daniel requests 
his brokers, Frazier and Company, to sell in the market 
200 shares of American Telephone and Telegraph Company 
stock at 180. The order is immediately executed, delivery 
of the securities to be made September 3. The broker hav- 
ing been advised that the transaction is a short sale, pro- 
ceeds to borrow securities from Brown and Company in 
order to make delivery. In borrowing securities from Brown 
and Company, Frazier and Company agree to pay $36,000 
for the securities borrowed, fimds to be repaid to Frazier and 
Company upon return of the securities. The customer, 
M. F. Daniel, gives the broker a check for $10,000. On 
September 16 the broker buys for the account of the cus- 
tomer 100 shares of the telephone stock previously sold, at 
170. These transactions may be recorded in debit and 
credit form as follows: 

t 

(a) Cash $86,000.00 

M. F. Daniel $35,931.28 

Commission 50.00 

Taxes 18.72 

To record the sale of stock at 180, together with 
commission and taxes. ^ 

(5) Stocks borrowed $86,000.00 

Cash $36,000.00 

To record the borrowing of stock from Brown A Co. 

* New York State tax rates are 3 cents per share on stocks selling under $20 
per share and 4 cents per share on stocks selling at $20 per share or over, 
regardless of par value. The U. S. Revenue Act of 1932 provides in the case 
of shares selling under $20 for the levying of a tax of 4 cents on each $100 of 
par or face value or fraction thereof, and if the shares are without par value 
the tax to be collected is at the rate of 4 cents per share; if, however, the 
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(c) M. F. Daniel $8.00 

Taxes • $8.00 

To record the Federal Tax on shares borrowed for 
the account of M- F. Daniel. 


(d) Cash $10,000.00 

M. F. Daniel $10,000.00 

To record receipt of cash from M. F. Daniel. 

(e) M.F. Daniel $17,026.00 

Cash $17,000.00 

Commission 26.00 

Purchased 100 shares of American Telephone and 
Telegraph at 170. 


The Customer’s Statement 

At the end of each month it is customary for brokers 
to send to their customers statements of their accounts. 

i 

Every transaction affecting a customer’s account during the 
month is immediately posted to the ledger account and to 
the statement. A glance at either of these during the month 
will reveal the exact status of the customer’s relation T^ith 
his broker. All financial and security transactions of the 
account are shown. There appear, in the order of their 
occurrence, purchases of securities, receipts of margins, sales 
of securities long, sales of securities short, purchase of securi- 
ties to cover short sales, and charges and credits involving 
interest. A customer’s statement alscs shows credits for 
dividends received by the broker on stocks belonging to the 
customer. Dividends paid on stocks which have been sold 
short are charged to the customer’s account because the 
broker must reimburse the party who loaned the shares. 
At the end of the month the account is balanced and all 
money and security balances are brought down. 


selling price is $20.00 or more, the tax collected shall be at the rate of 6 cents 
per $100 par or face value and if no par value then at the rate of 6 cents per share. 
A customer must also pay the federal tax of 4 cents per $100 par or 4 cents 
per share, if no par, on all stocks borrowed for his account. The Securities 
Exchange Commission Registration tax on security sales is at the rate of one 
cent for each $500 of market value or fraction thereof. 
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In determining the interest to be charged the customer, 
consideration must be given to the interest paid by the 
brokerage house for the money used in financing its cus- 
tomers’ transactions. This may be either greater or less 
than 6 per cent, depending upon the general condition of the 
money market. If the average is greater than 6 per cent, 
customers may be charged 6 per cent interest plus an addi- 
tional amount called either a commission or a carrying 
charge. 

The following statement (Form XXXVII) is typical of 
the statements rendered to customers each month. It will 
be noticed that the account shows purchases, short sales, 
and other transactions. 

Analysis of a Customer’s Statement 

The first transaction shown on the statement reveals the 
indebtedness of the customer for the purchase price of 100 
shares of U. S. Steel common. To the purchase price there 
has been added the commission due the broker. The cus- 
tomer gave the broker a check for $7000 to meet margin 
requirements. On March 7, the broker sold at the request of 
his customer 100 shares of Pennsylvania Railroad common 
stock, crediting the customer with $4528.40 proceeds after 
deducting commission of $15, transfer taxes of $6.50, and 
S.E.C. registration fee of 10 cents. On the 8th the cus- 
tomer delivered the securities sold for his accoimt on the 
previous day. On the 12th and 15th additional purchases 
were made and additional margin obtained from the cus- 
tomer. There were no more purchases or sales imtil the 
27th, when the broker sold short 100 shares of Chesapeake 
and Ohio for the account of the customer. This stock was 
sold for $5800. After deducting commission of $17.50, taxes 
of $6.25,, and S.E.C. registration fee of 12 cents, the net 
proceeds of $5776.13 was credited to the accoimt of the cus- 
tomer. U. S. Bonds were received as margin. Because the 
sale was a short sale the customer also pays a federal tax on 
shares borj^owed. (See note, page 197.) Interest was 
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Mr. John Jones 
597 Fifth Ave. 


In account with 

WALL STREET & CO. 


Philadelphia, Pa. 


1200 Wall St., New York 


Date 

Shares, 

etc. 

Description 

- - - . . 

s 

Debits 

Credits 

Balance 

Italicised 

Figures 

Denote 

Credits 

Bought 
or Re- 
ceived 

s/ 

Sold 
or De- 
livered 

1937 




Securities as per previous 





Mar. 




Statement 









Balance 





2 

100 



U. S. steel 

119 

911,925.00 


911,926.00 

2 




Cash Received 



97,000.00 

4,926.00 

7 



100 

Penna. R. R. 

45i 


4,628.40 

KB 

8 

100 



Fenna. R. R. 

R 




12 

100 



Atlantic Refining 

35i 

3,666.00 



12 

100 



United Gas Imp. Co. 

14 

1,412.50 



15 

200 



Consol. Edison 

41 

8,230.00 



15 




Cash Received 



5,000.00 

ilBSSsE 

27 



100 

Ches. & Ohio R. R. 

68 


6,776.13 

2,827.97 

28 

2M 



U. S. Government 3i 

R 




31 


1 


Interest, 6% 


30.07 


'Bsa 

31 




Balance 









Long 






100 



U. S. Steel 






100 



Atlantic Refining 






100 



United Gas Imp. Co. 






200 



Consolidated Edison 






2M 



U. S. Government 3J 









Short 








100 

Ches. & Ohio R. R. 






Eiindly preserve this STATEMENT for Report errors within 10 days or we shall 
use in making up your Income Tax Return assume account to be correct. 

E. & O. E. 

WALL STREET & CO. 


Form XXXVII 

FORM OF CUSTOMER'S STATEMENT 

charged to the account at the rate of 6 per cent. At the end 
of the month security and money balances were brought 
down. Tax deductions were calculated on the basis of 
$50 par for Pennsylvania Hailroad and $25 par for Chesa- 
peake and Ohio stock. 
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Calculation of Interest 

It will be remembered that securiti^ which are pur- 
chased on margin must be financed by the broker and that 
in performing this service he may advance a portion of his 
own fimds and pledge the securities purchased as collateral 
for a money loan equal to the amount he has been advanced. 
The customer must pay interest on this advance. If instead 
of purchasing the customer decides to sell short, a credit 
money balance arises in his account. If the broker controls 
stock similar to that sold short, delivery can be effected and 
the proceeds of the sale obtained. If he does not have the 
stock to deliver, he must borrow it from some other broker, 
who will demand that he be advanced the loan price for it, 
this Sinn to be given back at the time the stock is returned. 
No interest is credited to a customer's account because of 
short sales credits. Bearing this in mind, interest would be 
calculated on the following amounts shown on the cus- 
tomer's statement, appearing on page 199. 

Debits Credits 


Mar. 2 U. S. Steel $11,926.00 Mar. 3 Cash $7,000.00 

12 Atlantic Ref’g. ; 3,666.00 7 Proceeds Penna. 

12 U. Gas. Imp... . 1,412.60 R. R 4,628.40 

16 Consol. Edison. 8,230.00 16 Cash 6,000.00 
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CLEARING OF SECURITIES 

The Stock Clearing Corporation 

The Stock Clearing Corporation operated in connection 
with the New York Stock Exchange is an organization 
formed to expedite the delivery of securities bought and 
sold by its members. The Corporation operates both a 
Night Branch and a Day Branch. 

In order that uniformity of procedure may be followed, 
the Stock Clearing Corporation has promulgated rules and 
regulations for the guidance of its members in their use of its 
facilities. It specifies the securities which will be cleared. 
It establishes the clearing prices to be used in making settle- 
ments and states the time limit for the receiving by it of the 
reports of securities to be cleared. In order to reduce error 
to a minimum, it has provided that its members use certain 
forms and follow a given procedure in their work preparatory 
to the actual clearing of securities. This uniformity of 
procedure followed by brokers in their clearing activities has 
had a considerable influence in shaping the accounting 
systems found in the various establishments. The activities 
of the Night Branch and the Day Branch will now be 
discussed. 

Night Branch Procedure 

I 

When notified of the completion of a transaction upon 
the ^oor of the Exchange, a brokerage firm prepares a com- 
parison ticket, called a Receive Ticket, if the stock has 
been purchased, and a Deliver Ticket (Form XXXVIII), if 
the stock has been sold. For every transaction, therefore. 
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VORDlfi 

No: 


New York, 


193 


STOCK CLEARING CORPORATION (Night Clearing Branch) 


FOR ACCOUNT OP 

WALL STREET & CO. 

\ 


Roc«lv« from 


Deliverer’s Name and Number Stamp 


Date 

Line No. 

Receive From 

Shares 

Security 

Price 

1000s 

100s 

Cts , 


Receiver’s 









Deliverer’s 

Give Up 


1 




RECEIVE TICKET 


Fonn MS 


No; 


New York 193 

STOCK CLEARING CORPORATION (Night Clearing Branch) 


FOR ACCOUNT OP 

WALL STREET & CO. 


Dollvor to 


Receiver’s Name and Number Stamp 


Date 

Line No. 

Deliver to 

Shares 

Security 

Price 

1000s 

100s 

Cts 


Deliverer’s 









Receiver’s 

Give Up 


1 




DELIVER TICKET 


Form XXXVIII 
COMPARISON TICKETS 

























NIGHT BRANCH PROCEDURE 


2Q3 


there will be a Receive Ticket made out by the purchasing 
broker and a Deliver Ticket made out by the selling broker. 
These tickets are taken by messengers to the distributing 
department of the Night Bi*anch, where they are sorted and 
placed in locked boxes containing respectively the brokers^ 
numbers. Hence all tickets made out by the selling brokers 
will be placed in the boxes of the buying brokers, and all 
made out by the buying brokers will be placed in the boxes 
of the selling brokers. Messengers from each firm collect 
the tickets left at the distributing department for their 
respective firms. Upon receipt of these tickets from other 
firms, a broker can compare his record of purchases and 
sales with the Receive and Deliver Tickets left for him by 
other brokers. As each sale involves a purchase a double 
comparison is made. If the records of the two parties to a 
transaction do not agree and no immediate adjustment is 
made, the transaction will be eliminated from the report of 
stocks to be cleared which is to be sent to the Night Branch. 
The transaction in dispute may be adjusted later and settle- 
ment made subsequently. 

The Receive and Deliver Tickets are prepared from 
the record of the transactions which are entered on a 
book of original entry known as a “ blotter. Purchases are 
recorded on the To Receive” side and sales on the ^^To 
Deliver” side of the blotter. A Clearing Sheet (Form 
XXXIX) containing a record of the purchases and sales to 
be cleared is also prepared. This Clearing Sheet is balanced 
by the broker, both security and money balances being 
shown. A copy of the Clearing Sheet will be forwarded to 
the Night Branch of the Clearing Corporation, together 
with Stock Balance Tickets (Form XL). The Stock Bal- 
ance Tickets indicate the balance of each security which is 
to be delivered or received. 

In clearing securities provision is made for the use of 
settlement prices as previously mentioned. Regardless of 
the price at which a stock was bought or sold by a broker, 
he must use the settlement prices which have been estab- 
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Form XXXIX 
CLEARING SHEET 
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STOCK CLEARING CORP ORATION (NIG HT CLEARING BRANCH) 
THE UNDERSIGNED WiU RECEIVE FOLLOWING BALANCE OF STOCK 

AT THE DELIVERY PRICE 



STOCK CLEARING CORP ORATION (NIG HT CLEARING BRANCH) 
THE UNDERSIGNED WIU DELIVER FOLLOWING BALANCE OF STOCK 

AT THE DELIVERY PRICE 



Form XL 

STOCK BALANCE TICKETS 
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lished. To illustrate the operation of the settlement price, 
assume that Broker A purchased, on September 21, 1000 
shares of Lehigh Valley, 400 of which were bought from 
Broker B at a price of $16.00 per share or a total of $6400.00, 
and 600 from Broker C at a price of $18.00 per share or a 
total of $10,800.00. Further assume that Broker A sold on 
the same day 800 shares of Lehigh Valley to Broker D at 
^17.50 per share for a total of $14,000.00. As a result of 
these transactions the net cash outlay of Broker A will be 
^3200.00 ($6400.00 plus $10,800.00 minus $14,000.00). As 
bis contract arrangements with other brokers obligated him 
bo disburse $3200.00 in excess of what he is to receive, he is 
entitled to a credit of $200.00 if he must settle for the 200- 
3hare balance at $17.00 per share. This credit will be offset 
by debits on the Clearing Sheets of other brokers. As these 
money differences appear upon practically all Clearing 
Sheets, owing to the use of a settlement price for each stock, 
a Debit or Credit Memorandum (Form XLI) will be attached 
to each Clearing Sheet forwarded to the Night Branch. 
Formerly these money differences, arising through the use 
of settlement prices, were adjusted by forwarding a check 
to or drawing a draft upon the Clearing Corporation. It 
will be noticed that the Debit or Credit Memorandum for- 
warded authorizes the Day Branch to charge or credit the 
account of the broker. 

Upon receipt of the Clearing Sheets with the accompany- 
ing Stock Balance Tickets and Debit or Credit Memorandum 
by the Night Branch, the actual procedure of clearing securi- 
ties begins. Employees examine and check the tickets 
against the clearing sheets and prove the balances of securi- 
to be delivered and received. For each security being 
Abated, an Allotment Sheet is prepared which shows the 
number of shares each broker is to receive or deliver. Of 
necessity the total to be received must equal the number 
to be delivered. Brokers who have security balances to 
deliver are advised of the names of the brokers to whom 
they must make delivery. Brokers who are to receive 
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CREDIT MEMORANDUM 
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securities are advised of the names of the brokers from 
whom they are to receive securities. Formerly these securi- 
ties were delivered directly by messenger. At the present 
time a broker forwards to the Day Branch securities which 
he must deliver. The Day Branch by crediting or debiting 
brokers^ accounts for money balances on the clearing sheets 
and by providing for centralized delivery of securities h^ 
greatly simplified the process of clearing. 

The Day Branch 

The Night Branch of the Stock Clearing Corporation can 
render very little service to the broker who buys securities 
different from those which he sells, or whose transactions 
are of an ex-clearing nature. The Day Branch, however, 
can help him. The Day Branch is primarily a money- 
clearing rather than a security-clearing medium. Prior to 
the formation of the Day Branch, payment was required 
upon the delivery of securities. Consequently, the person 
who was to receive securities had to make provision for 
financing. He could not always depend upon the collec- 
tions from his own deliveries to meet his obligations. There- 
fore a great amount of unnecessary certification by banks 
of brokers^ checks resulted. The Day Branch eliminates 
this unnecessary work by enabling each broker to establish 
a credit with it. The amount of credit depends upon the 
amount of money contributed to a central fund which is 
used by the Stock Clearing Corporation for the granting of 
loans to members. All securities of both a cleared and non- 
cleared nature which are delivered are receipted for. The 
receipts are forwarded to the Day Branch, and the accounts 
oi the brokers are debited with the value of the securities 
they received ^d credited with the value of securities they 
delivered. This eliminates the drawing of a number of 
checks by each broker for securities received. At the end 
of the day each broker draws his check for his net indebted- 
ness or receives a check for his net credit. The Day Branch 
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will also pay off brokers’ loans or arrange to clear loans for 
them. In clearing money balances on securities, the Day 
Branch obtains from the Night Branch lists of Clearing 
House securities to be delivered and received, and also 
obtains from each broker lists of non-cleared securities to be 
delivered and received. 


STOCK CLEARING CORPORATION 

<0AY BRANCH) 


Ctearinii 

Finn Ham* 




We herewith send for ___«_.which to oUr account 

DEBIT CREDIT 





Clstred Stocks Aetiml 1 







N. a Stock CMh Bdanco 2 







Non-CIcmdStockB Actoal 8 







Non -Cleared Bonds Actuol 4 







Stocks a /cFsilors 5 







Bondsa/cFkilurs 8 







Gov’t Boflds a/b F^ure 7 







Marks to Market 8 







Non -Member 9 







Loans 10 







11 







U. S. Gov’t Actual 12 







Cr. Memo. (On a/t) Cheek (On ^/t) 13 







Cr. Mona (Final) ChMk (Final) 14 







Suapenaa 16 







TMala 16 





Firm ffignatura 


Form XLII 

SUMMARY OF CLEARING CORPORATION DEBITS AND CREDITS 


At the end of the day each broker prepares a summary 
of his Day Branch charges and credits (Form XLII) and 
forwards it to the Stock Clearing Corporation, together 
with a check for the balance due, if any. If as a result of 
the day’s activities the Clearing Corporation owes a broker, 
the amoimt due is paid by the Clearing Corporation. 
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By referring to Form XLII it will be noted that the 
broker debits and credits himself with the value of the 
stocks and bonds actually cleared. The cash balance, debit 
or credit, arising as a result of the Night Bra-nch Clearings, 
is also shown. Stocks and bonds not delivered (Stock o/c 
Bond a/c Failure) ^ will be credited if the securities were 


This ticket must be given immediate attention and promptly returned. 

CREDIT TICKET Account of 

Issued by Mark to Market 

NiflM and Number oT.ClaeriBg Member lisumg Mark 

STOCK CLEARING CORPORATION k 

(Day Branch) “ 


Name ^ Number Clearing Meipbcr accepting Mark 

Please Mark to the Market the following Securities 


Shares or Bonds Security 


TO STOCK CLEARING CORPORATION: 
Credit the within mentioned Final Amount to 
tte account of the above Issuing Member. 


Ckaiiag Number aud Signature of Member acceptbig above Mark 


New York 193 

(Dale of Mark) 

193._ 

(Dne of Cootnet) 




Premium 
or Interest 


Final Amount 


Form XLIII 
CREDIT TICKET 


to be received, and debited if they were to be delivered. 
As stocks borrowed or loaned are constantly fluctuating 
in value, provision is made by the Day Branch for the 
adjustment of their values. A Credit Ticket (Form XLIII), 
in quadruplicate, is sent by the lender of stocks or bonds to 
the borrower if the price of the security borrowed has 
increased in value. If the borrower decides to accept the 

* A failure to deliver securities must be adjusted between brokers. Brokers 
who are unable to receive or deliver securities through misunderstanding of 
purchase price or for other reasons remove the securities from the Clearing 
Sheets. If securities are not thus removed, the failure to deliver or receive 
must be adjusted through the Day Branch by reversing charges and credits. 
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“Mark” he retains one copy and forwards the other three 
to the Day Branch, which credits the account of the lender 
and charges the account of the borrower. If the securities 
decline in value the borrowing member sends the Credit 
Ticket to the lender. An acceptance by the lender of the 
securities is equivalent to a return of the difference between 
the old contract price and the new, since the Day Branch 
charges the accoimt of the lender and credits the account 
of the borrower. The form sent by the broker to the Clear- 
ing Corporation also contains provisions for debits and 
credits arising through special clearances, such as a clear- 
ance of rights or warrants, when-issued stock, script, etc., 
and for any loans made or repaid. 

In conclusion it might be stated that the combined 
activities of the Day and Night Branches of the Stock 
Clearing Corporation result in the following advantages to 
its members: 

1. Reduction of the niunber of deliveries through the 
process of offsetting purchases and sales of the same security 
and providing for centralized delivery of those not offset. 

2. Elimination of cash payments to cover each security 
received. 

3. Clearing of money balances resulting from deliveries 
and receipts of securities. 

4. Establishment of temporary brokerage credits with 
the Stock Clearing Corporation, thereby eliminating numer- 
ous bank certifications which otherwise would be required. 

5. Loans and repayments of loans handled directly by 
the Clearing Corporation' 

6. Centralized charges and credits arising through the 
adjustment of the prices of stocks borrowed or loaned. 

The clearing process explained in this chapter applies 
only to full lots of stocks which are on the list to be cleared. 
Odd lots of securities cleared necessitate physical delivery 
on the part of the brokers. The large brokerage houses turn 
over their odd-lot business to odd-lot houses for execution. 



212 


CLEARING OP SECURiriES 


It has become feasible for these houses to arrange for sep- 
arate daily clearings with the odd-lot house, and to receive 
and/or deliver the net security balances. This involves the 
preparation of a separate Clearing Sheet for odd-lot trans- 
actions, which will be cleared, not with the Night Branch, 
but with the odd-lot broker. Brokers holding full member- 
ships on the New York Curb Exchange also clear Curb 
securities bought and sold through other Curb brokers. 
The preparation of the Clearance Sheets for odd lots or for 
Curb securities does not differ materially from the procedure 
followed in the preparation of Clearance Sheets for the 
Night Branch of the Stock Clearing Corporation. 

The forms and records pertaining to the process of clear- 
ing securities should be considered as an integral part of the 
accounting records which will be discussed in the next 
chapter. 
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ACCOUNTING RECORDS 

The accounting system of a brokerage house must be 
designed to provide for the following: 

(a) A record of each order to buy and sell. 

(b) A record of each order executed, showing the 
account, amount, tax, and commission. 

(c) Kinds of securities purchased and sold. 

(d) Financing of long and short transactions. 

(e) Recording the ownership of, location of, and lia- 
bility for, all securities. 

(f) The status of each customer's account. 

(g) The recording of expenses. 

(h) The recording of both phases of brokerage work, 
for financial accounting and security accounting. 
So far as possible, both financial and security 
records are kept in the same books of original 
entry, but are separated in the books of final 
record. 

The essential accounting records are: 

(а) Order Book or Order File. 

(б) Blotters. \ 

(c) Ledgers: 

1. General. 

2. Custdmers\ 

3. Borrowed and Loaned Books. 

4. Security or Position or Stock Book. 
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( 6 ) Miscellaneous, including: 

1. Margin Cards for Customers. 

2. Dividend Record. 

Order Book or Order File 

Upon receipt of an order to buy or sell, a memorandum 
record will be made out showing number of shares, descrip- 
tion of stock, price to be paid, and for whose account. A 
memorandum is shown herewith (Form XLIV). 



QUANTITY 

DESCRIPTION 

PRICE 

BUY 

FOR 

«/fl or 


CONFIRMED | 

ENTERED 

/ 

EXECUTED 

CANCELED 


Form XLIV 
BUYING ORDER 


If the orders received are written up, they form tlm Order 
Book. If not written up, the order is made in duplicate or 
triplicate, one copy of which is filed; the file then constitutes 
the Order Book or Record of Orders Received. After being 
recorded, the order is telephoned to the floor of the Exchange 
and given to the floor broker for execution. 

When the order has been executed, the office is notified 
and a report is sent to the customer showing his total 
indebtedness if a purchase has been made, or the net credit 
to his account if securities have been sold. A Notice of Sale 
18 shown herewith (Form XLV). The purchase notice for- 
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NOTICE OF S. 
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warded , to the custbmer is similar except that the tax col- 
umn is omitted. 

Blotters 

The next step in the accounting process is the recording 
of the orders executed. The record used for this purpose is 
known as the Blotter. The Blotter in a brokerage establish- 
ment is the mainf and in many instances the only book of 
original entry. This loose-leaf device contains records of 
all purchases and sales of securities listed on the New York 
Stock Exchange in full lots or odd lots, cleared and not 
cleared; a record of over-the-counter trades, cmb trades, 
and all stocks borrowed or loaned; a record of the delivery 
and receipt of securities to or from customers, banks, and 
other brokers; adjustment of interest and premium charges 
and credits; and finally all cash received or paid out. Because 
of the volume and the varied type of transactions recorded, 
many subdivisions of the Blotter may be in use in a given 
brokerage house. Thus, one may find: 

(a) Clearing House Blotters, in which will be recorded 
all purchases and sales of securities to be cleared 
through the Night Branch of the Stock Clearing 
Corporation. 

(h) Odd Lot Blotters for the recording of odd lot 
purchases and sales to be cleared through the 
facilities of one of the larger odd lot brokerage 
houses. 

(c) Blotter for Curb securities to be cleared through 
the Curb Clearing House. 

{d) Cash Blotter for the recording of cash receipts 
and disbursements. 

(e) Cage Blotters for the recording of all securities 
received or delivered. 

(f) Blotters for the purchase and sale of securities 
not recorded in blotters previously mentioned, 
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and for adjusting journal entries, interest charges 
to customers, etc. 

The number of blotters found in brokerage houses 
depends upon the size of the establishment, the volume of 
business transacted, and the type of securities bought and 
sold. If, as is often the case, only two blotters are in use, 
they are designated as the Clearing House Blotter and the 
Ex-Clearing House Blotter. The Ex-Clearing House Blotter 
thus becomes an exceedingly important book of original 
entry containing a record of odd lots, cash receipts and 
disbursements, all other non-cleared stocks and bonds, 
adjustments, etc. 

Recording Transactions on the Blotters 

In order to illustrate the procedure followed in recording 
brokerage transactions, it will be assumed that a given 
brokerage house records all transactions in two blotters. 
Clearing House (Form XLVI) and Ex-Clearing House 
(Form XLVII). Since only purchases and sales of Clearing 
House securities in certain denominations (usually 100 shares 
or multiples thereof) are recorded in the Clearing House 
Blotter, all other transactions will be recorded in the 
Ex-Clearing House Blotter. During the course of business 
on December 7 the following transactions take place: 


Purchases: 


200 shares Socony Vacuum @ 19} for account of A. Long 

300 

ii 

Amer. International @ 16 ** 

ii 

“ L. Johnson 

360 

ii 

Allegheny Corp. @ 6 “ 

ii 

“ C. Wright 

100 

ii 

N. Y., N. H.&H. @ 8} « 

ii 

“ B.King 

126 

Sales: 

ii 

Lehigh Valley @ 21 

a 

“ B. King 


200 cdiaree Amer. International @ 17 for account of C. Wright 


300 

“ Socony-Vacuum @ 19 “ 

“ “ L. Johnson 

100 

“ N.Y., N.H. &H. ® 8 “ 

“ “ A. Long 

326 

“ All^heny Corp. @ 4} “ 

“ “ B. King 

60 

“ Vir.-CaroUna Chem. @ 10} “ 

“ “ M. Bowers 

100 

“ Western Union @ 76 “ 

“ “ C. Wright 
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* Assume that the customers who maintain margin 
accounts with the broker put up the following additional 
amounts or securities: 


L. Johnson $6000 cash 

B. King 2500 U. S. Government Bonds 

B. King 1000 cash 

C. Wright 3800 cash 


One hundred shares of Lehigh Valley were loaned to 
brokers X and Y. 

The siun of $9500 with interest of $128 was disbursed in 
partial settlement of bank loans. 

All securities purchased, with the exception of 50 Alle- 
gheny Corporation and 25 Lehigh Valley, are recorded on 
the ^^To Receive ” side of the Clearing House Blotter. Com- 
mission at prevailing rates is added to the purchase price, 
the total being charged to the customer in the net amount 
column. All sales, with the exception of 25 shares of Alle- 
gheny Corporation and 50 shares of Virginia Carolina Chem- 
ical, are recorded on the ^^To Deliver side of this Blotter. 
Securities loaned to other brokers are handled as sales; con- 
sequently the shares of Lehigh Valley loaned to X and Y 
are recorded on the ‘ ^ To Deliver ’ ^ side. Commissions, taxes, 
and S.E.C. fees are deducted in determining the net amount 
due the customer. During the day the Receive and Deliver 
tickets, previously mentioned, are compared with the Blot- 
ter entries. At the end of the day it is noted that 100 
shares of Socony Vacuum as well as 100 shares of Western 
Union have been sold in excess of the number purchased. 
The broker must deliver these stocks before 2:15 p.m. the 
second full business day following and accept a credit for 
them at the settlement price which has been established. 
Likewise 100 shares of American International have been 
purchased in excess of the shares of the same stock sold. 
The broker must receive this stock from some broker desig- 
nated by the Clearing Corporation. In balancing the Blot- 
ter, differences arising from the use of settlement prices and 
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the arbitrary offsetting of securities purchased at one pricp 
against similar securities sold at a different price are noted 
as cash to be received or cash to be paid and will be entered 
by the broker on the report to the day branch of the Clear- 
ing Corporation (Form XLII). The Clearing Sheets for- 
warded to the Night Branch of the Clearing Corporation are 
prepared from the Clearing House Blotters. 

Postings to the general ledger are made to the accounts 
appearing in the ^^name of customers’^ column. If postings 
are made from the purchases (to receive) side of the blotter, 
the accounts are charged; if from the sales (to deliver) side, 
the accounts are credited. The commission, tax, and S.E.C. 
fees column totals have been extended to the last column of 
the sales (to deliver) side and are to be credited when post- 
ings are made. 

Odd-lot purchases and sales and security margins are 
recorded in the Ex-Clearing Blotter. Cash is likewise 
recorded in this blotter. Payments made are shown on the 
^^To Receive” side. Cash margins and other receipts are 
shown bn the '^To Deliver” side. Postings to the general 
ledger are made in the same manner as the postings from 
the Clearing Blotter. 

As the blotters are the principal books of original entry, 
postings will be made from them to the various subsidiary 
records. Customers will be charged or credited for money 
balances on purchases or sales. Securities long or short will 
be noted on margin cards. Postings will be made to the 
stocks borrowed and loaned book, security position ledger, 
to the box or vault list, transfer record, and record of securi- 
ties in safekeeping. 

The volume of sales and purchase transactions, the^type 
of order, odd lot or round lot, number of customers, whether 
orders originate primarily in the home office or in the branch 
offices, etc., must be considered in devising records to be 
kept. Many additional blotters, as previously indicated, may 
be in use. Transactions which cannot be recorded con- 
veniently in blotters may be placed in a journal. Som€H 
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I 

X) 






P4 


i 

% 


I 


J 


1 

o 

•s 

J 

C. Wright 

L. Johnson 

A. Long 

B. King 

C. Wright 

Sectirities 

Loaned 

State d: Fed- 

eral Tax 
CommififtionB 

Net Amoimt 

3.360.93 

5,651.58 

785.48 

1,381.47- 

7,470.85 

2,000.00 

20,650.31 

62.19 

217.50 

20,930.00 

1,600.00 

8 

d 

s 

Cl 

Tax 

14.07 

10.92 

7.02 

21.03 

9.15 

62.19 

1 

25.00 

37.50 

7.50 

22.50 

20.00 

S 8 

ci i6 
f-4 O 

217.50 

1 


Amount 

3.400.00 

5.700.00 

800.00 

1.425.00 

7.500.00 

2,000.00 

20,825.00 

* 

1,600.00 

22,425.00 

Price 

17 

19 

8 

4} 

75 

20 

16 

Description 

Amer. Interna- 
national 
Socony Vacuum 

N. Y.. N. H. & 
H. R, R. 
Allegheny Corp. 

Western Union 

Lehigh Valley 

Balance to- 
Receive 

Amer. Interna- 
tional 

Abbr. 


•s s 
ill 

200 

300 

100 

300 

100 

100 

1,100 

100 

8 

Cl 

1-H 

1 

1 

& 

m . > 

S M h a; 

^ ^4 •-»' w d M 

Line 

No. 

. 

Name of Person Who 
Executed Order 





Form XLVI 

;NG house blotter showing “to receive” and “TO DELIVER” AND METHOD 

OF BALANCING 
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A. BROKER & CO. 

SALES (TO DEUVEK) DATE December 7th 
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Numbers 

♦ 

Name of Customer 

B. King 

M. Bowers 

L. Johnson 

C. Wright 

B. King 

State & Federal 

Tax 

Commissions 

Net Amount 

40,420.00 

115.11 

515.50 

6,000.00 

3,800.00 

1,000.00 

51,850.61 

10.14 

15.01 

51,875.76 


1.76 

3.25 

5.01 

5.13 

iH 

d 

f-4 

1 

1.88 

6.25 

’CO OO 

oq 

00 CD 

rH 

q 

d 

3 


Amount 

118.75 

525.00 

643.75 

• 

Price 

flH> r4ll% 

^ O 

■1 

1 

Q 

Balance 

Allegheny Corp. 

Virginia- 
Carolina Chem. 

Cash-Margin 

<• «< 

4< <t 

Abbr. 


No. of 
Shares 

25 

50 

To Whom Sold 

E. F. 

C.D. 

M 


Name of Person Who 
Executed Order 





Form XLVII 

ING HOUSE BLOTTER 
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times the miscellaneous items are assembled in debit and 
credit form in this manner. 

Ledgers 

The General Ledger contains accounts for commissions, 
profit on investments, loss on investments, interest income, 
interest expense, salaries, rents, advertising, and other 
expenses incurred in the conduct of a brokerage business. 
Accounts are also kept for cash, stock exchange seat, amounts 
due from customers long, stocks borrowed, investments, 
furniture and fixtures, accounts payable, amounts due to 
customers short, stocks loaned, money borrowed, and 
accounts with firm members. A number of the above 
accounts are controlling accounts, and separate ledgers 
showing the details may be kept. Such ledgers are used to 
record information covering stocks borrowed, stocks loaned, 
money loaned, investments, and customers^ accounts. A 
Private Ledger often is used, and in it are carried the part- 
ners^ accounts, the income accounts, and the salary accounts. 
It is controlled by an account in the General Ledger. 

Most of the accounts kept in the General Ledger are self- 
explanatory. There are, however, a few accounts peculiar 
to the brokerage business which should be described. These 
accounts are ‘ ‘ stocks borrowed ^ ^ and ‘ ‘ stocks loaned. ^ ^ The 
‘‘stocks borrowed’^ account arises because of the borrowing 
of stock to meet deliveries of securities sold short. When 
a broker borrows stock, he must pay the loan value to the 
lender; therefore the transaction can be expressed in journal 
entry form by debiting stocks borrowed and crediting cash. 
Stocks borrowed in reality represent money loaned until 
the stocks are returned. When the return of stock takes 
place, the broker returning it receives cash from the person 
from whom he originally borrowed the stock. The account 
for stocks loaned operates conversely. If one broker bor- 
rows stock, another broker must lend. The lending broker 
receives cash and parts with stock. He therefore debits 
cash and credits stocks loaned, which is similar to money 
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borrowed. Stock-borrowing and stock-loaning operations 
are likewise money-loaning and money-borrowing opera- 
tions. The liability arising through the receipt of money 
because of stock loaned is carried in thov^stocks loaned rather 
than the money borrowed accoimt. The broker receiving 
the securities carries an asset account called stocks borrowed. 

Securities held by a broker are recorded in a book known 
as the Security Ledger, Stock Record, dr Position Book 
(Form XL VIII). In this book is kept an account for each 
security held, showing the ownership of it and where it can 
be found. Each account is divided into two parts, long 
and short. On the long side is entered the name of the 
person who is long, that is, who is entitled to demand 
delivery of the securities upon paying any debit balance 
due. The short side shows where these securities can be 
found or who can be called upon to deliver them upon 
request. A person, or account, can be said to be ^Tong^^ 
when, provided certain obligations have been met, it can 
demand delivery of securities to it. It is short when it must 
make delivery of securities. On the long side of a security 
account may appear the names of customers who have 
pledged security as collateral for long purchases, the names 
of brokers who have loaned securities to the firm, and the 
firm^s own investment accoimt. On the short side of the 
same security account may appear the names of customers 
who have sold short, the names of banks which are holding 
securities as collateral for loans, the names of brokers to 
whom the firm has loaned securities, and in case a security 
is on hand, whether it is in the ‘‘box^^ or vault, or whether 
it has been sent to the transfer office for transfer to the 
name of the new purchaser. The way in which a position 
or security record is kept may be seen from the illustration 
(Form XLVIII). A separate sheet is used for each stock, 
and it will be noticed that the number of shares and not 
values are given. The total of the ‘ Tongs for any given 
stock on any day should balance the grand total of shares 
in transfer, shares pledged with banks, shares in the broker’s 
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safe-deposit box, shares loaned, etc. The Security Ledger is 
operated on the principle that for each and every long there 
must be an equal and corresponding short. This ledger 
may be termed a general ledger of securities, since the 
longs and shorts’^ can be supported by information 
contained in subsidiary records. 


SECURITY: American Telephone and Telegraph 


LONG Data 

M 

il 







Philadelphia Office 

175 

100 







1 Chicago ” 

25 

30 


B 





Boston " 

60 

- 







Failed to Deliver 

10. 

B 







Customer A 

- 

20 







Customer B 

60 

so 







Broker X 

80 

— 







etc. 


B 







Total 

350 

210 



B 




SHORT Date 

tL 



B 




— 

Box 

15 

20 




1 



In Transfer 

210 

65 







Loans 

30 

SO 







Safekeeping 

25 

25 







Failed to Receive 

— 

— 







Hiiladelphia Office 

— 

- 







Chicago ” 

- 

— 







Boston " 

— 

10 







Customer C 

70 

70 

B 

. 





Broker Y 

^ 1 

— 







Total 

350 

210 








Form XLVIII 

/ 

SECURITY LEDGER OR POSITION BOOK 

The balancing of the security ** longs” and ^‘shorts” is 
illustrated in the form shown herewith. It will be noted that 
on September 1 there were 350 shares of American Telephone 
and Telegraph Company stock, 250 shares of which were 
held for customers of the firm^s three branches and 100 
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Form XLIX 

STOCKS LOANED REGISTER 


BOX RECORD 


MONTH -SEPTEMBER 


Adams Express 


Allied Chemical 


17 12 


25 10 


f 


American Brahe Shoe 72 /2 


American Can 


American Foreign Power 


American Loco. 


American Tel. A Tel. 


American Tobacco 20 20 


American Tobacco B 30 15 


Anaconda 


iohhai), Topeka A Santa Fe 


Atlanth Refining 


Auburn 


200 100 


60 


15 20 


25 10 


10 


24 

25 

26 

27 

28 

29 

i 







Form L 

BOX OR VAULT RECORD 
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shares of which were held for other customers or brokers. 
These customers and brokers are said to be long in that they 
may demand delivery of the shares owned by them, pro- 



FAILED TO 

DELIVER BOOK 




DATE 

CUSTOMER 

BROKER 

Shares 

STOCK 

Price 

AMOUNT 

DATE 

DELIVER 

193 

Sept. 1 


Ae B, Daly Co. 

10 

Am. Teh A Tel, 

110 

1100 

Sept. 2 

/ 



Brown & Oo. 

100 

Penna R, R. 

17 

1700 


“ 1 


Daah A Co, 

100 

General Motors 

15 

1500 

Sept, 2 

1 


ti Si «i 

100 

Weatinghouse 

29 

2900 






i 

- 

S. 



Form LI 

FAILED TO DELIVER RECORD 




SEGREGATED SECURITIES 


DATE IN 

SHARES 

NAME OF SECURITY 

FOR ACCOUNT OF 

DATE 

RELEASED FROM 

Auguet 24 

Sept. 1 

15 

25 

American Can 

Amer. Teh A Teh 

M. Houston 

F. Fredericks 



Form LII 

SECURITIES IN SAFEKEEPING 


vided any money balances owing by them to the broker are 
paid. The short side of this security account indicates that 
15 shares are in the box or vault, that 210 shares are in 
process of transfer, that 30 shares have been pledged for 
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loans, and that 25 shares of stock paid for in full haye been 
placed in safekeeping. A customer is short the remaining 70 
shares. Details concerning the longs and the shorts appear 
in subsidiary records, such as Customers’ Ledger, Customers’ 
Margin Cards, Box Record, Securities in Transfer, Segre- 
gated Securities, Stocks Borrowed and Loaned Books, Money 
Borrowed and Loan Register, and records of Failed to Re- 
ceive and Failed to Deliver. The rulings of some of these 




TRANSFER 

RECORD 

DATE 

IN 

SHARES 

SECURITY 


TO WHOM 
TRANSFERRED 

CERTIFICATE 
NUMBERS OUT 

DATE 

OUT 

Aug- 81 

100 

Amer* Tele d TeU 





Sept. 1 

100 

tt II II II 





» r 

10 

II II II II 





" 1 

15 

Anted Chem. 





“ 1 

! 

100 

General Motors 






Form LIU 
TRANSFER CARD 

records are shown herewith. Details appearing in these 
records must be in agreement with the various security 
accounts in the Security Ledger. . 

Customers’ Margin Cards 

The ledger account of a customer, although it shows 
securities bought and sold, and the debit or credit balance at 
any time, does not show the margin of protection or safety 
possessed by the broker. A glance at a customer’s account 
does not show the number of points which securities might 
decline before the debit balance became partly unsecured. 
A sudden decline in the market, due to unfavorable foreign 
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news or to news of some disaster, may wipe out customers’ 
margms overnight. Let us assume that a customer buys 
100 shares of, Norfolk and Western Railroad stock at $260 
per share and puts up $14,300 as margin. He is debited 
with $26,035, which includes commission, and is credited with 
$14,300, the resultant debit balance being $1 1,735. Securing 
this debit balance are 100 shares of Norfolk and Western 
stock which are worth $26,000. The equity of the customer 
is the broker^s protection. If unfavorable news is received 
and the market declines severely, so that Norfolk and West- 
ern falls to $200, the broker will possess securities worth 
$20,000 at the market covering a debit balance of $11,735. 
If it falls to $100, the value of the securities will be less than 
the debit balance in the account, and the broker will be con- 
fronted with the loss of the difference. Such a situation 
must be avoided, and since the customer's account does not 
reveal the changing values of collateral securing his account, 
a means must be found to keep the broker fully informed as 
to the margin of safety he enjoys. Many brokerage houses 
therefore use a Margin Card (Form LIV) for each cus- 
tomer. This card shows the debit or credit balance or 
the equity in the account an^ the securities acting as 
collateral. As prices of securities change, notations are 
made on the card, and the value of the securities and the 
money balance of the account are constantly compared. 
As the margin of safety decreases, a call for additional 
margin is sent to the customer. If this call is ignored, the 
broker may sell the securities which are long or purchase 
those which are short. In one of the accompanying illus- 
trations an equity of $1020 is shown. The broker has 
E^ple protection, for if the account were to be closed and 
the securities held sold, a credit balance would remain. If 
the account of the customer, who is short, were to be closed, 
he would be charged with the proceeds of 100 shares of 
U. S. Hoffman and 100 shares of Republic Steel. The equity 
or margin in the long account is the excess value of securities 
over the debit balance in the account. In a short account 
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Customer’s Nune: J. Joins 
Address: 42 CImton St. 


X 


Shares 

Description 

Market 

Price 

Market Value 

■> 

■ 


Loan Value 

100 

100 

United ^craft 

U. Q. L (in Safekeeinng) 

30 

1 

1 





14 

S 

1 

■ 











■ 

1 

1 

1 

1 

1 

1 

Value 

Secur- 

ities 

4 400 







Refer to 

GUARANTY 

INSTRUCTIONS 

Used 

Value 

Securi- 

ties 

Credit 

Balance 

Debit 

Balance 



3 

1 

0 

0 

0 

8 

0 

0 


LOAN 

VALUE 

DEBIT 

BALANCE 

EXCESS 



1 

1 

0 

0 

8 

8 


Customer^ 

Agreemept 

Loan 

Agreement 


This account 
guaranteed by 

Papers on file and 

approved hy 


This account must 
have sufficient sur- 
plus to guarantee the 
accounts of 

Equity 

Require- 

ments 



1 


2’ 

0 


*""T 




1 

1 




Customer's Name: L. Euucn 





1 




J 












Refer to 

GUARANTY 

INSTRUCTIONS 

Used 

Value 

Securi- 

ties 

Credit 

Balance 

Debit 

Balance 



8 

9 

2 

6 


LOAN 

VALUE 

DEBIT 

BALANCE 

EXCESS 


1 

1 

1 

1 

•mm§ 

Customer’s 

Agreement 

Loan 

Agreement 


This account 
guaranteed by 

Papers on file and 

approved by 


This account must 
have sufficient sur- 
plus to guarantee the 
accounts of 

Equity 

Require- 

ments 

1 

1 

1 

1 

2 

6 




1 

1 

1 





Form LIV 
MARGIN CARDS 
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the equity or margin is the excess of the credit money bal- 
ance over the market value of the securities short.^ 

Dividend Record 

Another record (Form LV), which is minor in character, 
is the Dividend Record. The, dividends payable on any 
stock must be credited to the accounts of those individuals 


Name of Stock Date Ex-Dividend 

Rate Date Payable 

Name or Account 

Shares 

Amount 

Debit 

Amount 

CirMlit 

























h 


J 


— 














Total 


- - 



Form LV 

DIVIDEND RECORD 

who are shown by the Security Ledger to be long, and 
charged to the accounts of those who are short. A dividend 
sheet is prepared for dividends paid and is used as the basis 

1 In the long account shown above, the loan value of $1980.00 is 46 per 
cent of the value of the seciirities held as collateral. The stock exchange 
brokerage house under Stock Exchange Regulations calculates margin on 
33 H P®r basis. Since the debit balance in the account is $1980.00, 
the value of the securities to be used need not exceed $3000.00. The excess 
securities, in this instance, 100 shares of United Gas Improvement Co., are 
placed in safekeeping. The credit balance in the short account as shown on 
the mn-rgin card is $8926.00 and arises as a result of selling stocks short for 
$6800.00 plus cash margin of $2126.00 received. Regulation T of the Federal 
Reserve Board does not specify margin requirements for short sales. Broker- 
age houses require, in the case of the short sales, a minimum margin of 10 
points on all securities selling under $40.00 per share and 26 per cent of value 
of securities selling at $40.00 or over per share. 
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for a journal entry crediting those accounts which are long 
and charging those accounts which are short of the particu- 
lar securities on which dividends are payable. 

Let us now look at the daily transactions of a brokerage 


Financial Records Financial and Security Security Records 

Records 


Journals 


Books of Orignal Entry 


Cash Blotter 

/ 


Order Book 

/ X 

Clearing House Ex Clearing 


Blotter 


Financial 




f Jfjt 

Ledgers 

\ 

1 General 






House Blotter 

\ 

\ 


Books of Rnal Record 

_i 




f 


Longs 


Security “Position" Ledger 

1 


Shorts 


2 Customers 

3 Private 

4 Investments 

5 Money Borrowed and Loaned 

6 Stocks Borrowed and Loaned 


Stocks Borrowed stocks Loaned 

Customers’ Margin 

Customers’ Margin 

Cards Vault List 

Transfer Record 
Bank Collateral 
Record 


Form LVI 

CHART OF BROKERAGE ACCOUNTING 

house in order that we may logically show the entries to be 
made in the accounting records (Form LVI). 

The following transactions of daily occurrence will be 
briefly discussed: 

(1) Purchase and sale of securities which can be 

cleared. 

(2) Pui^chase and sale of ex-clearing securities. 

(3) Receipts of cash from customers. 

(4) Borrowing and lending securities. 
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(5) Borrowing and lending money. 

(6) Return of securities borrowed or loaned. 

(7) Payment of expenses. 

(8) Handling of securities. 

(9) Preparation of clearing sheets. 

(1) Purchme and Sale of Securities Which Can Be Cleared 
These transactions are entered in the Clearing House 
Blotter if one is used. If one is not used, then postings are 
made from the original voucher of which the customers^ 
notice is a copy. The Blotter, however, is widely used at 
the present time. Reference to the Blotter shows that post- 
ings are made from the to receive side to the debit side 
of the accounts listed. From the to deliver side, postings 
are made to the credit side of the accounts listed. Postings 
are also made to the credit side of the tax account and the 
commission accoimt. The commission and tax colmnns 
may be posted direct or summarized under the net credit 
column and then posted. The offsetting amounts needed 
to balance represent the amounts due to or due by Clearing 
House members for the stocks bought and sold. Until the 
settlement is made, the differences represent the net amount 
due to or due from brokers. Until the Night Clearing 
Branch makes out its Balance Tickets, a broker does not 
know to whom he will have to deliver securities, ' thus 
increasing his money balance, or from whom he will receive 
securities, thereby reducing his cash balance. It will be 
noticed that the Clearing House Blotter contains all the 
information for the clearing sheets of the brokers. 

f 

(0) Purchase and Sale of Ex-Clearing Securities 

These transactions are recorded in a blotter ruled simi- 
larly to the Clearing House Blotter, and postings are made 
in a similar manner. All securities of this type must be 
physically delivered. Settlements of money balances are 
undertaken by the Day Branch of the Clearing Corporation 
as already explained. 
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(5) Receipts of Cash from Cmtomers 

* 

Cash receipts and margins are often recorded in a Cash 
Blotter, or cash book. This book, if used, does not involve 
any new accounting principles or present any peculiar rul- 
ings. The ordinary cash book rulings are therefore sufficient. 

(4) Borrowing and Lending Securities 

Transactions of this nature are handled as purchases and 
sales, and appear on the Blotters as such. The accounts 
used to record these transactions are stocks loaned and 
stocks borrowed. Borrowing stocks involves loaning money, 
and loaning stocks involves borrowing money, and therefore 
settlement must be made on a purchase and sale basis. A 
record of the stocks borrowed and loaned appears in a Stocks 
Borrowed and Loaned Ledger or Register. 

(5) Borrowing and Lending Money 

\ Members of the Stock Clearing Corporation are at lib- 
erty to utilize its services in the borrowing and lending of 
money and also in the repayment of loans. If the security 
is satisfactory, the loan is arranged with a banker and the 
borrower's account with the Clearing Corporation is credited. 
A credit or loan thus arranged can be used to finance obliga- 
tions for stocks purchased. 

{6) Return of Securities Borrowed or Loaned 

If securities which have been borrowed from other 
brokers are to be returned to the lending broker, entries 
may be put through the Clearing House Blotters by both 
brokers and settlement effected through the Night Branch. 

(7) Payment of Expenses 

Payment of expenses would be recorded through the 
Petty Cash Book or the Cash Blotter in the usual manner. 
Vouchers would be submitted and checks would be drawn 
in payment. 
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(8) Handling of Securities 

A close check must be maintained on securities at all 
times. This can be accomplished only by seeing that the 
security records heretofore mentioned are kept up to the 
minute. 

{9) Preparation of Clearing Sheets 

The Clearing Sheets are prepared directly from the 
Receive and Deliver Tickets. 

Balance Sheets 

The Committee on Business Conduct of the New York 
Stock Exchange requires members of the Exchange to sub- 
mit to them at intervals information concerning their 
financial condition. The questionnaire to be filed reporting 
the financial condition of the member firm is to be pre- 
pared only after an audit of the books has been made. The 
regulations prescribed by the Committee for the audit 
pertain to 

(а) Preparation of a trial balance and the balancing 

of securities. 

(б) Physical examination of securities in box, con- 

firmation of securities in transit or transfer, and 
an inspection and confirmation of securities in 
safekeeping. 

(c) Written confirmation to be obtained for the fol- 
lowing: 

(i) Bank balances. 

(ii) Borrowed money and collateral held. 

(iii) Details of securities borrowed or loaned, 

failed to deliver or receive. 

(iv) Ledger balances and security position of 

customer accounts. 

(v) Ledger balances and security position of 

partners^ accounts. 
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The questionnaire provides for the furnishing of infor- 
mation concerning total bank balances; total money bor- 
rowed and value of collateral; classification of negotiable 
securities in box and 'transfer; customers^ debit balances; 
and whether secured, partly secured, or unsecured; cus- 
tomers^ credit balances, and whether free or encumbered; 
partners^ capital accounts; profit and loss accounts; and 
finally, contingent liabilities. 

The balance sheets of brokerage establishments vary 
greatly in form and in content. Some of the more unusual 
accounts appearing on the balance sheet are, stocks bor- 
rowed, stocks loaned, failed to deliver and failed to receive, 
stock exchange seat. Clearing Corporation deposit, part- 
ners’ trading accounts, investments. Financial statements 
presented in some cases show only the debit or credit bal- 
ances in the asset and liability accounts. A balance sheet 
of a broker prepared in this manner is difficult to understand 
or analyze. Customers’ accounts have either debit or credit 
balances and may be either secured or unsecured. Stocks 
pledged by customers as security for the amount they owe 
brokers may be loaned to other brokers or become part of 
the collateral for a bank loan. Customers short of securities 
often harbor credit money balances in their accounts, but 
these credit money balances may be offset by debit money 
balances in the stocks borrowed account. 

To analyze a balance sheet containing assets and liabil- 
ities it is necessary to determine secmity balances as well 
as money balances before the equities in the accounts can be 
ascertained. The work sheet presented herewith shows the 
net equity of the accounts after making adjustments for 
security valuations.^ A considerable number of accounts 
have been eliminated from the statement, and all balances 
are shown in thousands of dollars. 

It has been emphasized that for every long there is an 

*For a more complete form of this statement see “How to Audit” by 
Associates of Miller Franklin and CJompany, published by Harper and Brothers, 
New York, 1930, pages 183-189. 



Money Balnnces Socun^ Bnliuioes Equity Balancefl 
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equal and corresponding short. It can be said that the total 
value of all long securities is offset by the values applied to 
securities short. This must be true, since the value is being 
applied to the twofold aspect of securities. In the above 
illustration the security columns are in balance. Upon 
applying security valuations to the accounts the real status 
of the assets and liabilities is ascertained. The excess of 
securities pledged to secure collateral loans is shown as an 
asset of $212,000. The firm has borrowed securities worth 
at present $13,000 and has issued a check in payment for 
$12,000, the balance due being $1000. Securities valued at 
$400,000 are unpledged and have been extended to the asset 
column. Although customers owe $750,000, the value of 
securities held over and above the amoimt due is $313,000 
and is shown as a liability. Customers with credit balances 
of $18,000 are short securities totaling $14,000; the excess 
credit of $4000 is extended as shown in the illustration. 

The nominal or profit and loss accounts present no 
unusual features. Revenue accounts include commissions 
received; dividends received, interest on bank balances, 
interest on customers^ accounts, and profits on the firm’s 
trading accounts Expenses are divided into advertising, 
bad debts, commissions paid, depreciation, insurance, inter- 
est paid, postage, rent, salaries, stationery, taxes, and ticker 
and news service. 

QUESTIONS AND PROBLEMS 
(a) Questions 

1 . Enumerate the principal books of a brokerage concern and 
state the purpose of each. 

2. Outline the accounting problems of a brokerage house. 

3. Explain clearly wherein the following brokerage records 
differ; clearing-house blotter, ex-clearing house blotter, cash 
blotter. 

4. Classify the books and records used by a stock brokerage 
firm into: (a) Memorandum records. (6) Books of original entry, 
(c) Books of final record. 
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5 . Explain the following terms used in brokerage accounting: 
(a) Long, (b) Short, (c) Balance to deliver, (d) Blotters. 

6. Discuss the clearing procedure followed by the night branch 
of the Stock Clearing Corporation. 

7. Heit and Company, stock brokers, purchased for the account 
of J. Norris 100 shares of A. B. Company Stock at $66 per share. 
Mr. Norris put up a cash margin of $3630.00 and as further 
security deposited 60 shares of C. D. Company Stock with his 
brokers. 

Trace in detail the steps necessary to record all parts of this 
transaction on the books and records of the brokers from the time 
the order is received until final record is made. 

8. Mention some of the difficulties arising in analyzing a 
broker's balance sheet. 


(b) Problems 

1. During a given day, a broker entered into the following 
transactions: 


Purchased 300 U. S. Steel @117 

“ 100 New York Central @ 49 

“ 400 Texas Corporation @ 60 

Sold 400 U. S. Steel @ 118 

600 Texas Corporation @ 59 

Assume that these are the only Clearing House items for the 
day and that settlement prices are as follows: 


U. S. Steel 119 

Texas Corporation 60 

New York Central 48 


(а) What securities would actually have to be delivered? 

(б) What securities would actually have to be received? 

(c) What would be the amount of the debit or credit memorandum 
which would be recorded to clear money balances the follow- 
ing day? 

2. J. C. Wilson for some time has been buying and selling 
securities through the brokerage firm of Hastings and Rapp. On 
the statement rendered him last month, by the above brokerage 
firm, his debit balance was $5000.00, and he was long 300 General 
Motors, the market value of which was $18,000.00. During the 
current month, Mr. Wilson entered into the following transactions 
through Hastings and Rapp: 
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10th. Sold 400 International Harvester @ 104. 

Hastings and Rapp borrowed 400 International Har- 
vester from East & Co., in order to make delivery on 
short sale. 

J. C. Wilson deposited $3000 in cash as additional margin; 

20th. Purchased 400 International Harvester @ 100. 

Prepare: 

1. Journal entries to record the above transactions on the 

books of the broker. 

2. Did Mr. Wilson gain or lose on the short transaction? 

3. Compute interest at 6 per cent on Mr. Wilson’s account 

and render him a statement. 

3. J. R. Jones for some time has been bu 3 ring and selling 
securities through the brokerage firm of Hastings and Rapp. On 
the statement rendered him last month by the above brokerage 
firm, his debit balance was $3260.50, and he was long 100 Beth- 
lehem Steel, the. market value of which was $9,500.00. During 
the present month, Mr. Jones entered into the following trans- 
actions through Hastings and Rapp: 

1st. Purchased 200 International Harvester @ 97. 

Mr. Jones deposited as additional margin $1000 in cash 
and 100 Texas Corporation, the market value of which 
was $6000. 

6th; Hastings and Rapp turned over to the Stock Traders 
National Bank the 100 shares of Texas Corporation and 
100 shares of International Harvester as security for 
a loan of $9000, 

11th; Sold 100 International Harvester @ 105. 

21st. Sold 100 Consolidated Edison @ 40. 

Hastings and Rapp borrowed 100 Consolidated Edison 
from East & Co., in order to make delivery on short 
sale. 

26th; Purchased 100 Consolidated Edison @ 39. The shares 
of this stock, previously borrowed from East and Com- 
pany, were returned. 

31st. Statement was rendered Mr. Jones; Interest was 
charged at rate of 6 per cent. 

Market values, end of month, were: Bethlehem Steel 101; Inter- 
national Harvester 107; Texas Corporation 61; 

Prepare: 

1. Entries for above transactions in journal form. 

2. Statement rendered to Mr. Jones, showing cash and 

security balances. 



242 


ACCOUNTING RECORDS 


4. The following trial balance of the books of a stock broker 
was taken at the close of business, January 11 : , 


Trial Balance Changes 

Jan. 11 Jan. 12 



Dr. 

Cr. 

Cash 

$57,668 


Capital Accounts 


$27,000 

Expenses 

2,720 


Commissions 


15,363 

Interest 


105 

John Doe — Long 

Long: 100 Am. Can. 

200 Eastman Kod. 

18,680 


John Doe — Short 

Short: 100 Nat. Dairy 
Prod. 


3,400 

F. Lukens — Long 

Long: 200 Am. T. & T. 

14,000 


J. Smith — Long 

Long: 100 Eastman Kod. 

6,000 


J. Smith — Short 

Short: 200 Am. Can. 


27,000 

A. White — Short 

Short: 160 Am. Can. 


23,000 

Stock loaned 

Short: 250 Eastman Kod. 
60 Am. T. & T. 


25,800 

Money borrowed 

Short: 100 Am. T. & T. 


9,200 

Stock borrowed 

31,800 



Long: 100 Nat. Dairy 
Prod. 

275 Am. Can 
160 Del., L. & W. 
100 Am. T. & T. 

Box 

Short: 1 50 Del., L. & W. 

60 Eastman Kod. 
26 American Can 
160 Am. Tel. & Tel. 


Trial Balance 
Jan. 12 

Dr. Cr. 


$130,868 $130,868 


The transactions for January 12 were 

as follows: 

Purchases: 

200 Am. Can. 

® 107 

for J. Smith 


60 Am. T. & T. 

169 

“ F. Lukens 


100 Del. L. & W. 

19 

“ A. White 


100 Nat. Dairy Prod. 

23 

“ John Doe 

Sales: 

100 Am. Can. Par. 25 

@ 109 

“ J. Smith 


200 Del. L. & W. Par 50 

19i 

“ F. Lukens 


100 Nat. Dairy Prod. Par 100 ® 23§ 

“ A. White 


60 Eastman Kodak. No par 

165 

“ J. Smith 


100 Eastman Kodak. ** 

166 

John Doe 
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Additional margins received: F. Lnkens, $500^oa8h and 160 
shares Eastman Kodak. 

Borrowed 100 shares Del. L. & W. from Dexter Bros. 

Settlement prices: 

Am. Can 105; Am. Tel. & Tel. 169; Del. L. & W. 20; Nat^ 

Dairy Prod. 22; Eastman Kodak 168. 

Miscellaneous expenses paid, $75.00. 

Prepare a general blotter and a trial balance. 

6. . From the information in preceding question, prepare clearing 
house and ex-clearing house blotters, also trial balance. 

6. Draft a secmity or position ledger to show condition of 
security balances as of January 12. 

7. The following facts were obtained from the books and other 
records of N. York & Co., stock brokers, as of December 31. 
(1) Prepare an ordinary balance sheet; (2) prepare an equity bal- 
ance sheet. 


Cash in banks and on hand $220,000 

Customers’ debit balances 86,000 

Customers’ credit balances 302,000 

Capital accounts of partners 620,000 

Federal and state tax stamps on hand 200 

Furniture and fixtures 25,000 

Firm’s debit balance — trading account 472,000 

Money borrowed from banks 158,000 

Membership, Stock Exchange 280,000 

Securities borrowed — contract price 130,000 

Securities loaned — contract price 132,000 

Simdry accounts payable 1,200 

Value of securities in box and transfer 216,000 

Value of securities pledged as collateral for 

bank loans 256,000 

Value pf securities due from brokers for 

securities loaned 128,000 

Value of securities customers are '%ng” .... 196,000 

Value of securities customers are “short” . . . 220,000 

Value of securities due to brokers for securi- 
ties borrowed 134,000 

Value of securities in firm^s investment and 
trading account “long” 490,000 



PART V 

DEPARTMENT STORE ACCOUNTING 

CHAPTER XIX 

ADVANTAGES AND ORGANIZATION 

In the accounting systems discussed in previous chap- 
ters, emphasis was placed on the practices and procedures 
followed in the accoimting for and auditing of cash receipts 
and disbursements. While it is true that many accounting 
problems arise in connection with the many activities of the 
financial institutions mentioned heretofore, a proper account- 
ing for cash is of primary importance. The pmpose of this 
section is to familiarize the reader with the organization, 
the operation, and the accounting problems of retail mer- 
chandising. The accounting for the purchase and sale of 
merchandise must be emphasized together with an account- 
ing for cash. Businesses organized for the sale of merchan- 
dise are far more numerous than any group of financial con- 
cerns. Outlets must be established for the economical 
distribution of the tremendous output of our factories. The 
general store catering to the needs of the inhabitants of the 
surrounding countryside assisted materially in this dis- 
tribution in the past, but it has been superseded to a very 
large extent by the modern department store, by the chain 
store, and by other units selling specialized merchandise. 
The/ growth of these stores has diversified and complicated 
the problems of organization and management. The 
accounting systems have become more complex and can be 
said to be less standardized than those of building and loan 
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associations, insurance companies, banks, and brokers. 
The application of accounting principles to the transactions 
of merchandising businesses will be confined in this section 
to department stores, inasmuch as the accoimting proce- 
dures of chain stores, specialty stores, factory branches, 
etc., do not differ fundamentally from those of a modern 
department store. 

Pepartment Store and Its Advantages 

The department store can be said to consist of a large 
number of separate stores under one roof controlled and 
operated as a unified whole, whereas a chain store is but 
one of many stores controlled and operated by a centralized 
management, each store in the chain having a separate loca- 
tion. By the centralization under one roof of all or of a 
large part of the various kinds df merchandise which the 
public requires, has come about economy in distribution, 
with the following advantages: 

1. Public convenience is served because many kinds of 
shopping may be done under a single roof. 

2. The good will created by the efficient service of one 
department will tend to induce the customer to 
patronize other departments. 

3. A great saving of overhead is effected by the depart- 
ment store in the following: 

(a) Rent, because the customer, once attracted 
indoors, will readily go from floor to floor, thus 
permitting a very large percentage of the busi- 
ness to be done on floors other than the street 
floor, where the rental value is exceedingly high. 

(b) A common delivery service for all departments. 

(c) Credit, accounts receivable, accounts payable, 
audit, cashier, and maintenance departments, as 
well as merchandise repair shops, alteration rooms, 
employment offices, merchandise management, 
personnel management, etc., for the common use 
and supervision of all the sales departments. 
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{d) A central advertising department which enables 
the carrying on of more effective advertising cam- 
paigns than could be managed by the single-line 
store. The procurement of a certain amount of 
space in the papers each day makes it possible 
to keep the store always before the public eye. 
Also attention may be called' from day to day to 
such merchandise as is especially seasonable or 
exceptionally low in price. 

4. The avoiding, to a large extent, of the effects of sea- 
sonal dullness, for only a small part of the sales of 
the whole organization will be reduced by conditions 
peculiar to seasonal lines of merchandise. 

6. The procuring of credit, for department stores are 
obliged to become large borrowers. Owing to their 
size, they are generally known throughout a great 
part of the country, and as a result commercial note 
brokers are willing to handle their paper. They can 
thus secure money in cities where the interest rate is 
lowest, and in turn, with the money thus obtained, 
take advantage of cash discounts. It should be noted 
that some of the larger stores are in a position to dis- 
pense with borrowing, and have become lenders in 
the money market. 

6. The reduction of prices; because of its great volume 
of business the department store generally can sell at 
lower prices than the smaller one-line store. 

7. Extensive trade, which would otherwise be spread 
through various establishments. Generally speaking, 
the locality, size, and layout make it possible for the 
large department store to offer unusual facilities that 
appeal to the public; and writing rooms, rest rooms, 
concerts, elevators, delivery systems, charge accoimts, 
and the like, go a long way toward gaining the patron- 
age of many persons. 

8. The ability to display merchandise attractively in the 
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storeys great windows. Experts are employed for win- 
dow dressing, and this expense is more than justified 
in that such advertising tends to attract customers 
into the store. 

9. The maintaining of branch offices by most of the 
larger department stores. These are very valuable in 
saving time and expense in sending high-salaried 
buyers to distant markets. By gathering samples 
and procuring data regarding various articles, these 
branch offices can be of great assistance to buyers in 
making their selections, oftentimes making it unneces- 
sary for them to journey to the market in person. 

The present-day department store is a product of the 
last fifty years. It has developed from the old-fashioned 
drygoods store. Gradually, progressive merchants have 
added line after line to the kinds of material handled, until 
today their stores have practically everything required by 
a person for himself or his home. 

Organization 

In order to provide a proper background for the discus- 
sion of the operation and accounting of the department 
store, it may be well to consider briefly the plan of manage- 
ment that is typical of the modern store. The executives 
such as the comptroller, ^ general manager, and publicity 
director, all of whom may be appointed by the board of 
directors, are responsible for the successful operation of the 
store and accordingly play an important part in the initia- 
tion and execution of store policies. As a group of execu- 
tives, they originate the advertising and selling policies, 
determine credit policies, and establish purchase and expense 
budgets. As divisional or departmental executives, they 
determine the policies of their department within the grant 
of authority imder which they operate. 

The comptroller has charge of the financial, accoimting, 

' The retailing field generally has adopted the word controller instead of 
comptroller to designate the head of the accounting and statistical division; 



248 


ADVANTAGES AND ORGANIZATION 


and statistical work. Under the comptroller there are 
minor executives in charge of the various subdivisions of 
accounting, such as cashier, pa 3 nmaster, chief of accounts 
payable division, chief of accounts receivable division, 
auditor, statistician, and credit manager. 

The general manager is assisted by a general merchandise 
n^nager and a general superintendent. Under the general 
merchandise manager are divisional merchandise managers 
who have charge of many homogeneous departments, there 
being buyers and assistant buyers for each department; also a 
style bureau to determine whether the assortment of mer- 
chandise is sufficiently varied and stylish to attract shoppers; 
a shopping department which checks up on prices by shop- 
ping in other stores as well as in its own store for the purpose 
of determining whether the stock is complete and prices in 
line with those of competitors. The buyers and their assist- 
ants are responsible for the condition of the stock, and for 
the stock control records. They must also see that mer- 
chandise is moved without delay from the receiving and 
marking rooms onto the sales floors. Invoices must be 
checked and approved by them and merchandise ordered 
or reordered in accordance with budgeted allowances. 

The duties and responsibilities of the general superin- 
tendent are many. He has charge of personnel, operating, 
and customer service departments. The personnel director 
has charge of the employment of sales people, office clerks, 
and others; of the training of new sales clerks; and he 
exercises supervisory powers over timekeepers. The super- 
intendent of the operating department is assisted by minor 
executives in charge of 

1. Delivery service and equipment. 

2. Warehouse. 

3. Receiving department. 

4. Carpenters, painters, etc. 

5. Stockroom. 

6. Marking or pricing department. 
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The superintendent of the customer service departments is 
in charge of 

1. Telephone service. 

2. Elevator service. 

3. Mail order. 

4. Merchandise adjustment. 

5. Work rooms, such as alterations, jewelry repairs, 

furniture refinishing, etc. 

The publicity director, sometimes called the sales pro- 
motion manager, is in charge of all advertising and display. 
His chief assistants are an advertising manager and a dis- 
play manager. The primary purpose of this division is to see 
that goods are sold. The advertising manager is in charge 
of newspaper and direct mail advertisements. In this work 
he is assisted by artists and copywriters who prepare the 
copy. The display manager must co-operate with the 
advertising manager by prominently displaying the mer- 
chandise featured in the newspapers. Window trimmers, 
interior display men, and sign writers assist the display 
manager. 

It can be seen from the above that a department store 
is an institution of many departments. The la3mian often 
thinks of a department store in terms of its selling functions 
and very seldom considers the departments which do not 
seem to contribute directly to this selling function. But 
without these departments the work of the store could not 
be performed efficiently. Because of the very existence of 
these departments, the accounting problems arising in the 
collecting, recording, summarizing, and interpretation of 
data tend to become more complicated. 

Accounting 

The accounting department is one of the most important 
in the organization, for it serves to keep an accurate ^check 
on the operations of the business and to make possible the 
preparation of important statements by the auditing and 
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statistical divisions. The accounting work of a department 
store may be handled by four divisions: the auditing divi- 
sion, which keeps the sales records, except records pertaining 
to customers^ charge accounts; the accounts receivable divi- 
sion; the accounts payable division; and the division referred 
to as the comptroljier’s office, where the general books of the 
concern are kept. 

A further discussion of the operations will be considered 
in the next chapter. 



CHAPTER XX 


OPERATION OF PURCHASE AND SALES DEPARTMENTS 

The merchandising business is one that involves the 
handling of many sales both large and small. This dealing 
in numerous articles necessitates the keeping of a vast num- 
ber of detailed records. The small store is chiefly con- 
cerned with the keeping of accounts receivable, many of 
which are small, but in the department store, where many 
kinds of stores are operated under one management, there 
is a vital need not only for the accoimting for transactions 
with customers, but also for an accounting control of the 
various divisions of the store. The endeavor on the part 
of the management to imify all the operations of the various 
departments clearly brings to view the need for accurate 
statistical information. 

The accounting system in the modern department store 
is somewhat analogous to the nervous system in the hiunan 
body. When the nervous system is not functioning prop- 
erly, the general health of the human being suffers. Like- 
wise, the operations of the store cannot be successfully car- 
ried on unless a smoothly fimctioning accoimting system 
properly controls the various parts of the organization. 
The system must provide the machinery whereby each of 
its functions may be intelligently carried out by the storeys 
employees with a minimum of effort. Furthermore, it must 
provide a rigid check against carelessness and dishonesty. 

It is quite beyond the realm of one^s imagination to 
picture a department store endeavoring to operate without 
a system for checking and controlling the numerous opera- 
tions involved in selling and purchasing, in handling charge 
accounts, and in providing for the return of goods. Not 
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252 


PURCHASE AND SALES DEPARTMENTS 


only must the transactions involved in the handling of sales 
and purchases be recorded properly, but from time to time 
these items, as well as expense items, must be studied with a 
view to the preparation of comparative statements which 
will serve to guide the executives of the organization in their 
work. Only with a proper accoimting system can worth- 
while statements be prepared each day, week, month, or 
year, as occasion demands. 

Purchasing 

In order that a department store may fimction, it is 
essential that merchandise be on hand. This naturally calls 
for a system of buying. In fact the earnings resulting from 
the sale of merchandise are closely correlated with efficiency 
in purchasing. Likewise, the ability of the buyers to divine 
probable market conditions will make it possible for the 
selling department to display the proper merchandise at 
the proper time. If the buyers are to function to the best 
advantage, they must maintain records for the determina- 
tion of the type as well as the quantity of merchandise to 
be purchased. One of the great aids to a buyer is a state- 
ment setting forth the sales of his department during pre- 
ceding periods. Such a statement is prepared for the buyer 
of each department together with an estimate of sales for 
the ensuing period. The stock records will readily reveal 
the quantities of material on hand. By a comparison of 
these records with the estimated sales, the buyer will be in 
a position to determine the amount of material he should 
order. It is improper to carry too much stock on hand, in 
that it tends needlessly to tie up working capital; such 
stock may have to be sold at a sacrifice because of obso- 
lescence or because it has become shopworn. On the other 
hand, it must be borne in mind that the offence is just as 
great if stocks are permitted to become too low. Maximum 
and minimum amounts should be determined upon in 
advance, and as the merchandise on hand approaches either, 
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steps should immediately be taken to maintain the proper 
quantity. 

Purchases may be divided into two classes: expense 
purchases, which represent the purchase of supplies for the 
business; and merchandise purchases, which include all 
goods purchased for resale and certain materials which are 
used by the factory in manufacturing the finished product. 
Expense purchases usually are authorized by one of per- 
haps three heads, acting within his own sphere, namely, the 
head of the operating department, head of the service 
departments, and head of the store decorating section. 
The allocation of expense piuchases will be considered in 
connection with the description of expenses; at this point 
we shall interest ourselves only in the piuchase of merchan- 
dise for sale in the store. 

As indicated in the description of the organization, each 
sales department is supervised by a department manager 
or buyer, who is responsible for the conduct of his depart- 
ment. Where there are several departments handling related 
lines, a divisional merchandise manager may be appointed 
chief of a number of departments. While the buyer is in 
charge of the purchase of merchandise for sale in his depart- 
ment, he is in turn responsible to the merchandise manager. 
The latter rarely interferes in the actual selection of mer- 
chandise to be purchased, but he does exercise a constant 
and most careful supervision over the extent of the purchases. 
It is his function to determine the amount of money the 
departments may spend in purchasing and consequently to 
approve or disapprove purchases recommended by the 
respective buyers. He notifies the buyers as to the piuchase 
allotments which he has made for them. If these allot- 
ments are exceeded in the buyer^s list of goods desired, it 
is his privilege to refuse to permit such excess purchases to 
be ordered or, if ordered, received by the department con- 
cerned. 

After the goods have been selected by the buyer and the 
transaction is confirmed by the merchandise manager, a 
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written .order is sent to the vendor authorizing the shipment 
of the material. This order generally is made out in quad- 
ruplicate. The original iS sent to the vendor, one copy is 
senif to the buyer, one is entered in an Order Register File, 
and one is sent to the receiving department. The order 
sets forth the date, to whom the order was issued, what 
material or supplies have been ordered, the department 
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ordering, the date of delivery, etc. The truck driver deliver- 
ing to the receiving department must present an invoice with 
the goods. The receiving clerk gives a receipt to the driver 
for the number of packages only. No attempt is made at 
this time to check the quantity by means of the invoice. 
When the goods are dispatched to the checking room, they 
are checked with the invoice and the purchase order, both 
as to quantity and quality. The invoices are given a store 
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number and are recorded in an Invoice Register (Form 
LVII). The purpose of this register is to keep a record of 
all invoices which are received in order that they may be 
recorded subsequently in the purchase records. The account- 
ing for the debits and credits in connection with invoices 
received will be considered in the next chapter. 

Selling 

Although the purchasing organization is ranked as one 
of great importance in the department store, it is obvious 
that if the store did not contain an efficient corps of sales- 
people, the efforts of the purchasing organization would be 
in vain. In spite of the exercise of foresight in obtaining the 
best values at the lowest prices and at the best discoimts, 
profits would not inure to the management unless it were 
able to sell at a profit. i 

There are nine major kinds of sales: 

1. Cash Register, Take 

2. Cash Register, Send 

3. Cash Take 

4. Cash Send 

5. Charge Take 

6. Charge Send 

7. C.O.D. 

8. Instalment 

9. Lay Away 

Each of these groups differs from the others in essential 
points; hence each will be treated separately. 

The development of the cash register in recent years has 
forced the department store to take advantage of the effi- 
ciency offered in handling certain types of sales by this 
method. The extensive use of the cash register has devel- 
oped what is known as the ‘^Clerkwrap System,^’ under 
which salespeople are permitted to wrap the merchandise 
and deliver it to the customer when the merchandise is paid 
for, and customer desires to take same. Cash registers are 
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used in handling Numbers 1 and 2 above; an explanatioji for 
handling them will be given later. 

In order to facilitate the handling of sales classified imder 
Numbers 3 to 9 inclusive, department stores have developed 
the salescheck. The development of this salescheck in 
recent years has been along lines which have resulted in the 
adoption by large stores of one form of salescheck which can 
be used in recording all types of sales. All sales are written 
up on the salescheck by the salesperson at the time mer- 
chandise is sold. Saleschecks are printed numerically, and 
placed in binders for salespeople, who are given a course of 
instruction as to the correct method of recording. Safe- 
guards must be thrown around each and every type of sales 
transaction in order to prevent the possibility of loss through 
theft or carelessness. 

There is no generally accepted form for the salescheck. 
Each store develops the procedure best suited to its require- 
ments. 

A group of stores operating in the East and South have 
developed the type of salescheck shown in Form LVIII. 

A brief explanation will be given of each type of sale as 
listed in the above classification. 

1. Cash Register^ Take: 

When the customer purchases merchandise for cash, and 
desires to take the package, the sale is registered in the cash 
register; the merchandise is wrapped and handed to the cus- 
tomer together with a receipt, which is issued by the register 
at the time the sale is recorded. 

2. Cash Register j Send: 

When the customer purchases merchandise for cash, and 
desires to have the package sent, the salesperson fills out 
salescheck (Form LVIII), which for purposes of this expla- 
nation has been separated into six parts; the disposition of 
these six parts is as follows: 

The salescheck consisting of six parts is placed in the 
register for validation. Parts 1 and 2 are placed in the 
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register drawer. Parts 3; 5, and 6 are placed with the mer- 
chandise and sent to the central wrapping division. Part 4 
is given to the customer, which acts as a receipt for the pay- 
ment made. 
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3. Cash Take: 

When the customer purchases merchandise, and desires 
to take the package, after having paid for same, and no cash 
register is stationed at this location, a record is made on the 
salescheck; the disposition of which is as follows: 

Parts 1, 2, 3, and 6 are sent with the cash to the cashier’s 
ofl5.ce, and parts 4 and 5 are wrapped with the merchandise. 
The cashier gives change, if any, together with part 1, to 
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the salesperson, who retains part 1 as her receipt, and turns 
change over to the customer. Parti 2 is forwarded to the 
auditing department for the purpose of checking cash 
received and for filing. 

4. Cash Send* 

In the group of stores under observation, merchandise 
sold which is to be forwarded to the customer requires the 
same salescheck as explained in previous paragraphs. The 
salescheck is made out and disposed of as follows : 

The original of the salescheck, parts 1, 2, and 3, are sent 
to a cashier, where it is stamped; this represents an acknowl- 
edgment of the receipt of cash, after which 1 and 3 are 
returned to the salesperson, who retains part 1 as a receipt 
and forwards part 3 together with parts 5 and 6 and the 
merchandise to a central wrapping division, where part 5 is 
placed in the package. Part 6 is filed in the delivery depart- 
ment, and part 3 is attached to the outside of the package 
for the driver^s use in making delivery. Part 4 is the cus- 
tomer's receipt, and is given to the customer at the time 
payment is made. 

6, Charge Take: 

Parts 1, 2, 3, and 6 are sent by the salesperson to the 
credit depWtment for approval of credit. Parts 4 and 5 are 
inserted in the package. Parts 1 and 2 are forwarded to the 
auditing department to be used as the basis for determining 
the sales of the department, and the charge to accounts 
receivable control. Part 2 is subsequently returned to the 
bookkeeping department to be posted to the custonier^s 
account. 

6. Charge Send: 

Parts 1 and 2 are sent to the credit department for 
approval of credit. Parts 3, 4, 5, and 6 are s^t with the 
merchandise to the central wrapping division, where parts 
4 and 5 are included with the merchandise. Part 3 is 
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attached to the outside of the package, in order that the 
driver may be able to make delivery. Part 6 is filed in the 
delivery department. Subsequently parts 1 and 2 are sent 
to the auditing department to be used as the basis for deter- 
mining the sales of the department, and the charge to 
accoimts receivable control, after which part 2 is returned 
to the bookkeeping department to be posted to the account 
of the custonier, and part 1 is retained as part of the audit- 
ing department records. 

7. C.O.Z). 

All C.O.D. transactions are turned over to a C.O.D. 
cashier, who in turn holds the drivers responsible. The 
driver must collect the cash due, or bring back the package. 
The entire salescheck consisting gf all six parts is sent with 
the merchandise to the delivery department. Part 1 is 
given to the driver as his record. Part 2 is retained by the 
C.O.D. cashier. Parts 3 and 6 are filed in the delivery 
department as their permanent records. Part 4 is returned 
to the auditing department to be used as a control on the 
C.O.D. deliveries. Part 5 is attached to the outside of the 
package, furnishing the driver with the total amount of the 
C.O.D. to be collected, as well as the name and address to 
which delivery is to be made. Regardless of whether or not 
the cash is received, or the merchandise returned, part 4 
must be sent to the auditing department. There the C.O.D. 
cashier’s account is balanced, and sales credits for each 
department are determined. 

8. Imtalmmt Saha: 

These transactions are handled, as far as the disposition 
of salescheck is concerned, in exactly the same manner as is 
outlined under the caption of Charge Send” transactions, 

9. Lay Away: 

There has developed in the past few years a new type of 
transaction which is known as the *‘Lay Av^ay.” Under 



260 


PURCHASE AND SALES DEPARTMENT 


this plan customers who have no satisfactory credit respon- 
sibility which would enable them to purchase on regular 
charge or instalment terms are permitted to select certain 
merchandise, and have it laid away until it is fully paid for, 
at which time delivery of the merchandise is made. The 
disposition of the various parts of the salescheck in trans- 
actio^is of this kind is as follows: 

Parts 1, 2, and 3, after having been filled in by the sales- 
person, are sent to the lay away office, where a card record is 
maintained showing the purchases and payments of each 
customer. Subsequently parts 1 and 2 are sent to the 
auditing department, where the total sales of the depart- 
ments are obtained, and the necessary control set up for the 
lay away accounts. Part 2 is then returned to the lay away 
department, and is filed as the original record. Parts 4, 5, 
and 6 are wrapped with the merchandise. 

Deliveiy 

In the preceding discussion concerning the various types 
of sales, it was shown that the delivery department checks 
all merchandise to be delivered, and that no package or 
parcel can leave the delivery department without the proper 
address label showing that cash has been received, or that 
merchandise has been duly charged to the customer’s 
account, or that cash is to be collected by the driver upon 
delivery of the package. The delivery department is ex- 
tremely important in the store organization, especially from 
the point of view just mentioned, and in addition it must be 
operated in a very courteous manner. 

After the packages are wrapped they are gathered 
together and placed on trucks or conveyors to be sent to the 
package sorting division, which is usually located in the 
basement or an adjacent buildmg. The packages are sep- 
arated by sections or routes indicating where the packages 
are to be delivered. Department stores formerly used a 
method of sheet writing in controlling packages handled 
through the delivery department. In recent years this sys- 
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tern has become more or less antiquated by reason of the 
introduction of a system whereby duplicate address labels 
are used by the delivery department in order to check the 
number of- packages given to each driver. As a result of 
this a tremendous amount of detail work has been eliminated, 
and a more accurate control maintained. In the operation 
of the stores referred to, the packages are sent to the package 
sorting division, with the original and duplicate address label 
attached to the outside of each package. As the sorter dis- 
poses of a package by throwing it into the route bin, the 
duplicate address label is removed and placed in a box cor- 
responding by number with the route. This acts as the 
control, and shows the number of packages, and what pack- 
ages were given to each driver on each trip. At the time of 
sorting, the duplicate address label is stamped with the 
route number. Subsequently these duplicate address labels 
are filed according to routes, subdivided by departments. 
While all this is being done, the original charge checks are 
being checked by the credit authorizer to determine whether 
or not the account charged is good for the amount of the 
purchase. If the account is delinquent, or for some other 
reason the credit department is not willing to make delivery, 
a notice is sent to the delivery department to withhold 
delivery of such packages. This method is known today as 
the Drawback System of Authorization.^^ 

The delivery men may now coimt the packages to be 
placed upon their trucks and are obliged to sign for them. 
Packages which cannot be delivered are handed to the 
returned goods clerk. All cash collected by the driver is 
turned over to the C.O.D. cashier. 
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The organization and the operation of the purchasing 
and selling divisions of a department store having been 
explained, the accounting records will next be considered. 
The main accounting problems deal with the recording of 
purchases, of sales, of expenses, and of cash. They will be 
considered in this order. 

Purchases 

An order for a purchase of goods will not be honored by 
the merchandise manager unless it is made out on an official 
form. It must contain the merchandise manager's stamp 
of confirmation, for two reasons: first, that he may control 
the commitments of the store; second, that he may deter- 
mine the quantities and prices of goods ordered and the 
terms imder which the order is tendered to the vendor. An 
order is prepared by the buyer’s office, showing the name 
of the manufacturer to whom the order is to be sent, the 
amount of the order, and the approximate date of delivery. 
If approved, the order is mailed to the vendor, and copies 
are filed for reference when the invoice is received. The 
invoice, upon receipt, is checked against a copy of the 
order. The Order File, which is in a state of constant revi- 
sion, shows the commitments still outstanding, and also 
reveals whether or not the goods invoiced have been covered 
by a regularly approved order. 

The merchandise manager, it has been said, reserves to 
himself the right temporarily to withhold merchandise from 
a department, and in extreme cases to order the return of 
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the shipment to the manufacturer, when the buyer has 
exceeded the budget allotment of his department. 

The invoices, after being approved and registered as pre- 
viously mentioned, are forwarded to the buyers, who place 
the selling or retail unit prices upon them. They are then 
sent to the marking room where price tags are prepared for 
the number of units which must be tagged. After this is 
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DEPARTMENTAL PURCHASE SHEET 


done the invoices are forwarded to the accounts payable 
division, where they are checked against the Invoice Regis- 
ter. Invoices which are not returned within a reasonable 
time will be traced. While being checked against the 
Invoice Register, the invoices are classified departmentally. 
They are then recorded on departmental purchases sheets 
(Form LIX), a separate sheet being used for each depart- 
ment. Postings are made to creditors’ accounts in the 
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accounts payable division directly from the invoices sub- 
mitted. The information appearing on the departmental 
purchases sheets may be posted weekly or monthly to depart- 
mental purchase accounts appearing in the general ledger. 
In stores which have from fifty to two hundred departments, 
a subsidiary departmental ledger may be used. In the 
latter case, a recapitulation of all departmental purchases 
sheets could be made. This would be the basis of the fol- 
lowing entry: 

Purchases 

Accounts Payable Control 

Invoices are filed according to due date. At the time the 
invoices are to be paid, checks are prepared and forwarded 
to the creditors, the creditors’ accounts being properly 
charged. Care is taken to see that payment is made when 
due in order that maximum discounts may be earned. A 
recapitulation of all checks issued to creditors is made, 
which will be used as the basis of a general ledger posting 
debiting accounts payable and crediting cash. 

Retail Inventory 

Each buyer is held accountable for the success or failure 
of his department. Merchandise should be sold at a price 
to cover all expenses and to yield a profit. A buyer must 
see that the selling prices placed on his merchandise will be 
sufficient to enable him to operate profitably. The amount 
to be added to the invoiced cost is expressed in terms of a 
percentage of the proposed selling price. Naturally th^ per- 
centages vary from one department to another and are 
established for each department by an executive board 
which controls general store policies. This procedure 
enables a store to control its inventory on a sales price basis 
as well as on a basis of cost. It must also be borne in mind 
that the determination of the cost of each one of the thou- 
sands of items exhibited for sale in a given department is in 
itself a very difficult task and can be simplified considerably 



RETAIL INVENTORY 


265 


through the application of a percentage figure. This plan 
of controlling inventory is known as the i*etail inventory 
method. 

Let it be assumed that the buyer of the millinery depart- 
ment has established the selling price of hats which he has 
purchased. The amount by which the selling price exceeds 
the cost price is known as mark-up.^’ The percentage 
obtained by dividing the selling price into the amount of 
the mark-up is known as the “mark-up percentage.^^ Thus 
if an invoice of ladies’ hats shows a cost price of $150.00, and 
the selling price of these hats is to be $300.00, the amount 
of the mark-up is $150.00, and the percentage of mark-up 
is 50. If, however, hats cost $65.00 and the selling price is 
set at $100.00, the percentage of mark-up would be 35. 
Mark-up is always based on selling price. Frequently there 
is added to the selling price an additional amount known as 
an “additional mark-up.” Occasionally a buyer finds that, 
in order to move old or shopworn or excess stock, prices 
must be reduced. This is known as a “mark-down.” 

Records must be available showing mark-up, additional 
mark-up, and mark-down for each department. It will be 
recalled that summaries of the purchases of each department 
(departijiental purchases sheets) are made showing cost and 
selling prices. A copy of each summary is filed with the 
comptroller, who prepares a retail inventory synopsis for 
each department (Form LX). When a buyer decides to 
place an additional mark-up on any of the merchandise in 
his department, the merchandise must be sent to the mark- 
ing room, where it will be retagged. A record of the total 
increase in selling price because of the additional mark-up 
is forwarded to the comptroller. Merchandise marked 
down must be retagged in the same manner, and the comp- 
troller must be notified of the total amount of the mark- 
down. The retail inventory of each department can be 
determined by the comptroller and is easily adjusted to cost 
figures for purposes of financial statements. In the retail 
inventory synopsis submitted, it will be noted that pur- 
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chases for the department total $40,000 at retail. This 
amount was obtained from a copy of the recbrd of depart- 
pental purchases. To this amount has been added the 
retail value of the inventory at the beginning of the period. 
This figure, $10,000, appears on the previous retail inventory 
synopsis. Additional mark-ups made during the month 
must also be added since the retail value of goods available 
for sale has been increased. The three items are totaled, 
and from the total the following deductions will be made: 
net sales as reported by the department, mark-downs as 
reported by marking room, employees’ discounts, and any 
inventory adjustments. In the illustration given, it will be 
noted that $35,000 of the retail value of goods available for 
sale is accounted for either as sales or mark-downs. The 
balance remaining is considered to be the retail value of the 
inventory of merchandise in the' department. This retail 
inventory must be reduced to cost, and the cost of goods 
sold must be calculated. The purchases at cost are ascer- 
tained from the departmental purchases record. To this 
figure, $24,000.00, is added the cost price of the beginning 
inventory, $6000, which is obtained from the previous 
inventory synopsis. The next step is to obtain the amount 
of the mark-up on purchases, and on purchases plus begin- 
ning inventory. From the purchases at retail will be 
deducted the purchases at cost ($40,000 ~ $24,000) to secure 
the mark-up on purchases of $16,000. A comparison of 
this amount with the total purchases at retail reveals that 
the merchandise has been marked up 40 per cent. The total 
mark-up on the beginning inventory is added to the mark-up 
on purchases to determine the mark-up on all merchandise 
available for sale. This amount, $20,000/ is compared with 
total retail value of $50,000 and the percentage calculated. 
This percentage is the same as the percentage mark-up on 
purchases in the illustration, but very often it varies. The 
complement of the percentages of mark-up on purchases 
plus beginning inventory would be used to reduce the clos- 
ing retail inventory to cost. Since selling price is regarded 
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as 100 per cent and the mark-up as a percentage of this, 
the complement percentage for reducing the inventory 
becomes 100 per cent — 40 per cent, or 60 per cent. The 
cost of the goods on hand is therefore 60 per cent of the 
retail inventory of $15,000, or $9000. Physical inventories 
are taken at least once a year in every department and in 
some departments several times a year. Discrepancies due 
to shrinkage, breakage, theft, etc., will be adjusted. Per- 
petual inventory records will be kept for large or valuable 
articles, such as furniture and jewelry. The cost of keeping 
a perpetual inventory of all articles would be prohibitive. 
The retail inventory plan is not so costly and has much to 
commend it. 

Sales 

It will be recalled that sales 
lowing headings : 

1. Cash Register, Take 

2. Cash Register, Send 

3. Cash Take 

4. Cash Send 

5. Charge Take 

Of the above groups, six involve the handling and 
accounting for cash, and three the accounting for amounts 
due from customers, which ultimately will be collected in 
cash. At the end of each day, the chief cashier must pre- 
pare a cashier’s report, itemized by cashiers, showing the 
total collections for the day. The cash receipts are checked 
by those portions of the sales schedules which are cut off 
and remain in the cash machines. The chief cashier’s daily 
report, supplemented by the C. O. D. cashier’s and the mail 
order cashier’s reports, is used as a basis for the preparation 
of a daily general summary of cash sales. 

In the case of credit sales, those portions of the sales 
schedules which are sent to the accounts receivable division 
are used as a basis for charging customers. Daily sum- 


were grouped under the fol- 

6. Charge Send 

7. C.O.D. 

8. Instalment 

9. Lay Away. 
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maries are prepared showing the total of the credit sales of 
each department. The daily sales summaries may be pre- 
pared so as to show the cash sales, credit sales, and total 
sales of each department. 

Monthly summaries of departmental sales, prepared 
from the daily summaries, furnish the data for entries to be 
posted to the general ledger. This entry in journalized form 
may be expressed as follows: 

Cash 

Accounts Receivable Control 

Departmental Sales 

As stated under the accounting for purchases, the depart- 
mental accounts, if few in number, would appear in the 
general ledger; if numerous, subsidiary ledgers would be used 
accumulating departmentally, purchases, sales, and expenses. 

Return Purchases and Sales 

Rejected and returned material is another factor to be 
considered in accounting for purchases and sales. Depart- 
mental purchase accounts and departmental sales accounts 
must be adjusted to reflect the changes due to rejections. 
Further, return sales must be sent to the department in 
which they were originally sold. This involves charging the 
department for the goods returned by subtracting such 
amounts from gross sales. A merchandise credit ticket is 
filled out and forwarded to the bookkeeping department 
for posting in the accounts receivable ledger. The merchan- 
dise credit tickets are summarized for the purpose of deter- 
mining the charges to be made to the departmental sales 
accounts and the offsetting credit to the customers’ control 
account. 

A summary of sales is shown herewith (Form LXI). 
Gross sales for the day, including charge, cash, and C.O.D. 
sales, are recorded departmentally and a grand total shown 
for the month. The Column headed ‘‘Credits” refers to 
merchandise returns, and the daily total of credits is deducted 
to secure the net sales for the day for any given department. 
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Expenses 

From preceding discussions, it will be seen that the 
amount of expense involved in connection with the manage- 
ment of a store is necessarily great. In a large department 
store, there are hundreds of sales persons, and great numbers 
of indirect workers connected with the selling departments 
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and the non-selling departments. The salaries involved, 
therefore, amount to considerable sums. Expenses for sup- 
plies required for the various departments, the advertising, 
the use of the building, etc., must be so assembled and dis- 
tributed that the management will be in a position to deter- 
mine the cost of doing business and to effect economies 
wherever they may be deemed necessary. Since each depart- 
ment is analogous to a separate retail store, it is logical to 
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endeavor to have each bear a proper proportion of the 
expenses of the entire store. The margin of profit on goods 
handled by certain departments may be very small, and it is 
of the utmost importance that the costs of operating a 
department be accurately known. Lack of control of 
expenses in various departments may spell the failure of the 
store. It is absolutely essential that all items of expense be 
accurately ascertained. Department store executives have 
different ideas on the exact method of distributing the 
expenses among the respective departments. In general, 
it may be said that there are three factors which enter into 
the question of the distribution of expenses. 

In the first place, consideration must be given to the 
proportion of the entire space of the store occupied by one 
department. Also, the stock kept on hand by each depart- 
ment must be considered; and in the third place, it is neces- 
sary to know the volume of business handled by each 
department. In some stores these factors are considered 
separately; in others they are weighted and used collectively. 
It is possible for a department to occupy a large amount 
of floor space, to have on hand a large quantity of merchan- 
dise, to sell a large volume of goods, and show a gross profit 
that seems satisfactory, and, yet when the indirect expenses 
are allocated to this department, reveal that it is running 
at a loss. It is therefore essential that items of indirect 
expense be carefully considered. 

The expenses for any department consist of direct and 
indirect expenses. Direct expenses include salaries, wages, 
and commissions, and supplies for each department. The 
direct expenses for each department are ascertained from 
payroll records, commission reports, and reports covering 
supplies consumed. The allocation of indirect expenses to 
the respective departments involves a real problem in over- 
head analysis. The nature of indirect expenses is indicated 
by such accounts as : 

(a) Advertising. 

(b) Interest on investment in stock. 
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(c) Store decorating. 

(d) Rent. 

(e) Insurance. 

(f) Taxes. 

(g) Repairs and depreciation. ^ 

(h) Salaries, wages, and other expenses of non-selling 
departments. 

(i) Mail order department expenses. 

(j) Sundries. 

(a) Advertising is one of the largest expense items in 
connection with the department-store budget. The 
amoimt of space allotted to each department in news- 
paper advertisements varies with the season of the 
year. Since newspaper advertising is purchased on 
a basis of space, it is fair for each department to be 
charged with the cost of the space it occupies. 
Advertising of a general nature, which cannot *be 
directly charged to a given department, may be dis- 
tributed on the basis of the sales which may be 
attributed to such advertising. 

(b) By many stores it is considered proper to charge 
each department with interest on the average stock 
investment. This arrangement serves to reward the 
buyer who is keeping his stocks at a minimum and to 
penalize the buyer who is overstocked. 

(c) Store decorating is apportioned according to depart- 
mental sales. 

(d) Rent is an item that must be considered. In some 
cases the store is rented from an outsider; in others, 
the building is owned by the company and the 
rental charge is assessed against each department. 
In the latter case rent takes the place of depreciation, 
taxes, insurance, and repairs, and other costs of main- 
taining the building, which expenses are charged 
against the rental income set up from month to 
month. Obviously the first step in the allocation of 
rental expense would be to apportion the rent accord- 
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ing to floors. The main floor unquestionably is the 
best floor and therefore should be charged with the 
greatest share of the rent. Each of the other floors 
in turn should bear the proper proportion of the 
rental expenses. Every floor must divide the charge 
allotted to it among the departments which it con- 
tains. Generally the area occupied will be found to 
determine the method followed. However, it must 
be borne in mind that some of the stores consider 
certain locations on the floor more desirable than 
others and therefore assign a greater proportion of 
rental expense to the departments occupying the 
most desirable locations. 

(e,/) Insurance and taxes may be apportioned similarly 
to rentals. If insurance is on stock, then apportion- 
ment should be on the basis of stock carried for each 
department. 

(g) Repair charges, if possible, should be allocated to the 
departments directly benefiting from the repairs. 
Depreciation on buildings can be apportioned like 
rentals, but depreciation on departmental fixture^ 
should be charged to the departments using the 

^ fixtures. 

(h) Such expenses as executives^ salaries, general ofiice 
salaries, etc., are incurred for the benefit of all 
departments of the store, and should be distributed 
on the basis of sales made. Delivery expenses may be 
prorated according to the number of packages sent 
multiplied by weighted numbers representing the 
‘expenses of delivery of an average parcel of each 
department. It is obvious that the piano depart- 
ment may be called upon to bear a much greater 
proportion of the delivery expense than the jewelry 
department, where the sales are of large value but 
of small bulk. 

Expenses in connection with conveniences for cus- 
tomers, such as rest rooms, and playrooms for chil- 
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dren, may be distributed among the various depart- 
ments in accordance with the relation’ of the sales of 
the departments to the total sales of the store. Buy- 
ing expenses, where branch offices are maintained, 
are often distributed on the basis of the' purchases 
made within the districts controlled by these branch 
offices. 

(i) Mail order department expenses are apportioned by 
reference to each department's mail order sales. 

(j) Sundry expenses may be analyzed and distributed 
on the basis of sales or an estimate of the proper 
charge for services rendered. 

It should be mentioned that most department stores 
keep an Expense Ledger. Form LXII illustrates an expense 
ledger account. The ledger is kept in sections by depart- 
ments, and in each section will appear the separate accounts 
for expenses incurred. Provision is also made in the ledger 
account for budget allotment, consequently comparisons of 
actual and budget figures are easily made. 

Expense Classification 

Within recent years there has been a noticeable tendency 
toward standardization of expense classifications by depart- 
ment stores.^ This movement has been fostered by the 
formation of various associations connected with depart- 
ment stores and by the desire to exchange information per- 
taining to operating experiences.^ 

Expenses can be grouped under the following fourteen 
natural divisions: ' 

1. Salaries and wages. 

2. Rentals. 

^See Convention Reports of the Controllers’ Congress of the National 
Retail Dry Goods Association. 

‘For a further discussion of methods of expense classification and 
analysis, the reader is referred to the various bulletins and publications on 
department stores issued by the Bureau of Business Research, Harvard 
University. 
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3. Advertising. 

4. Taxes. 

5. Interest. 

6. Supplies. 

7. Services purchased. 

8. Unclassified. 

9. Traveling. 

10. Communications. 

11. Repairs. 

12. Insurance. 

13. Depreciation. 

14. Professional services. 

The number of accounts under each natural-expense division 
will depend upon the size of the department store. For 
instance, advertising expenses could be classified as to 
t3rpe, such as newspaper, radio, direct mail, periodical, bill- 
board, etc. 

Functionally a further classification is made as follows: 

1. Administration. 

2. Occupancy. 

3. Publicity. 

4. Buying. 

5. Selling. 

Sometimes a sixth functional division, known as delivery, is 
provided. The purpose of the fimctional classification is to 
enable management to determine costs on the basis of the 
divisions as indicated. The detail cost for each functional 
grouping would be based on the accounts provided in the 
natural classification. However, not all these accounts 
would appear under each fimction; thus salaries and wages 
would appear under each functional group, whereas adver- 
tising would appear only under the publicity function. 

Provision must be made in the accounting system for 
the accumulation of expenses for each department on a 
natural as well as a functional basis. Information in this 
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lorm will assist the comptroller in the preparation of depart- 
mental operating statements. 

Cash Accounting Records 

Cash receipts may be divided into cash sales receipts 
and accounts receivable collections. Receipts from cash 
sales originate with sales clerks, who turn over money for 
each cash sale to a cashier. As explained previously, Sales- 
checks are inserted in machines which retain a portion 
of each check. These retained portions are collected at 
the end. of the day and are used as a basis for determining 
the charges to be made against each cashier for the daily 
collections. Cashiers have no me^ns of knowing the amounts 
with which they are debited, but simply turn in their col- 
lections at the end of the day. These collections are recorded 
by the chief cashier on a form which summarizes the collec- 
tions by cashiers. This report serves to determine the 
amount to be credited to the cashiers to offset the amounts 
with which they have been charged. Funds collected are 
turned over to the treasurer to be deposited. 

A separate force of cashiers receives charge account col- 
lections. When a cashier receives a check or cash in pay- 
ment of a customer’s bill, a Cash Credit Ticket is filled out 
in duplicate. On this ticket are the number, ledger number, 
folio number, the name and address of the customer, and 
the amount received. The duplicate is retained by the 
cashier as a permanent record. The original is sent to the 
accounts receivable section, where it serves as the basis for 
an entry crediting the customer’s account. At the end of 
the day, each bookkeeper prepares an analytical report of 
all receipts from customers. The cashiers are obliged to 
balance separately and the amounts taken in for the day 
should agree with the totals of the Cash Credit Ticket dupli- 
cates. A consolidated report, including receipts from the 
mail order department as well as from the cashiers’ cages, 
setting forth the amount collected on accounts receivable 
during the day, is sent to the treasurer. It should be noted 
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that each bookkeeper takes off a daily balance from his 
ledger and sends the stubs of Sales Saleschecks, Cash Credit 
Tickets, and Merchandise Credit Tickets, which cover goods 
returned by customers, to the auditing department, where 
they are checked. Many stores record accounts receivable 
cash on analytical cash registers. ’ This obviates the neces- 
sity for duplicate cash receipt vouchers, substituting there- 
for the printed record kept by the cash register. The 
register also provides automatic totals of the cash received 
for each ledger as well as a grand total of all cash receipts. 

Cash disbursements are made on voucher authority 
only, and cover primarily the payment of invoices received 
for materials purchased and for services rendered. The 
voucher checks prepared show the gross amounts of the 
invoices, the discounts to be credited to the purchase dis- 
coimt account, and the net amounts for which the checks 
are drawn. Checks are summarized daily for entry in the 
General Cash Book. Salary disbursements are authorized 
through departmental payroll sheets. Cash disbursements 
are handled through the General Cash Book and through 
the Sundry Cash Book. All major payments are entered 
directly in the General Cash Book; sundry payments are 
first recorded in the Sundry Cash Book. At the end of the 
month the entries in the Sundry Cash Book are abstracted 
and are transferred in totals to the General Cash Book. 

Receipts and payments in a department store are so 
numerous that it is desirable to have several bank accounts 
for deposits, for checking, and for borrowing purposes. 
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AUDITING AND STATISTICAL INFORMATION 

An analysis of the various operations of the department 
store and of the accounting records will demonstrate that 
the store is protected from loss, through carelessness or dis- 
honesty, by a system of interlocking balances. The bal- 
ances prepared by one clerk must interlock with the balances 
prepared by other clerks, thus rendering another checking 
system unnecessary. These balances, however, are neces- 
sary steps in preparing accounting records of the store, 
and do not represent recapitulations for checking purposes 
only. There is one notable additional check, namely, that 
which requires that copies of all saleschecks written go to the 
auditing department. Each sales person prepares daily a 
“tally sheet’’ or sheets covering the sales for the day. 
These also are turned in, at the end of every day, to the 
auditing department. They are compared with preceding 
sheets to insure that all saleschecks in each sales book are 
accounted for. 

Cash vouchers ^ are first checked against the tally sheets. 
A missing voucher is at once noted. If the sales person’s 
saleschecks sent to the auditing department contain a cash- 
ier’s receipt covering the tally sheet entry in question, the 
item is checked and a substitute voucher is placed with the 
others, which are then ready to be balanced. Any remain- 
ing open items are at once reported to the general manager’s 
office. 

Charge and C.O.D. vouchers are next balanced. As in 
the case of cash, vouchers, any items remaining open are 

^ Stub cut off from the saleecheck used for cash transactions. 
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investigated. If a charge transaction is open, the audit 
copy of the salescheck is sent to the bookkeepers for posting 
in lieu of the lost original. If it is a C.O.D. transaction 
which is open, it is traced through the delivery department 
records to ascertain what became of the package or the 
money received for it. If no record is found, it is presumed 
that the salescheck was lost and that the goods never left 
the store. In that case it is necessary to make inquiry of 
the customer. If the customer confirms non-receipt of the 
package, permission is asked to duplicate the sale. The 
open entry on the tally sheet is then closed as a ^‘void.^^ 

The information which should be kept before the mer- 
chandise manager for his guidance in the control of the 
various departments includes comparative statistics rela- 
tive to the following: 

1. Gross purchases of each department. 

2. Percentage of cash discount. 

3. Returned purchases. 

4. Net purchases of each department. 

5. Net sales for each department. 

6. Returned sales. 

7. Stock (at cost, estimated). 

8. Profits for each department. 

9. Outstanding orders of each department. 

These data, which should be supplied at least monthly, 
should also be summarized for the stoi^e as a unit. 

The above information is essential; the following may 
also be supplied: 

1. Monthly report of salaries and their percentage rela- 
tion to sales by departments and by the store as a 
whole. 

2. Monthly report of departmental expenses, and the 
relation of expenses to sales, both in the case of sepa- 
rate departments and the business as a unit. 

3. Other miscellaneous statistical reports may be devel- 
oped from the accoimting and auditing records. All 
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statistics are based on sales. Some of these reports 
deal with comparisons of actual sales' and expenses 
to budgeted sales and expenses; transactions handled 
this period compared with transactions last period; 
average amoimt per sale in each department, etc. 

Budgetary Control 

Every buyer is notified from time to time what his pur- 
chase allotments for the coming month are to be. These 
allotments are not to be exceeded except in those rare 
instances when an increase of the sales over those of the 
prior period makes additional purchases necessary. The 
purchase allotments are computed by reference to the rec- 
ords for the preceding year, and the amount allotted to 
each buyer for each month is stated. The cost value of the 
goods sold during each of the months imder consideration 
is ascertained. To this is added or subtracted the increase 
or decrease in the estimated stock on hand of the depart- 
ment as compared with the estimated stock of the month 
preceding. The resulting figures are checked by experienced 
executives, and any changes which are deemed wise are 
made before the allotments are given to the buyers. 

A budgetary control of expenses is recognized as a neces- 
sity by many of the leading department stores. Usually 
the expense budget is prepared for a period covering six 
months. Through the medium of the budget, valuable 
comparisons may be made from time to time. The expenses 
of previous periods will serve as a guide for determining 
the procedure of the current period. A comparison of esti- 
mated expenses with data relating to a similar preceding 
period may clearly indicate that expenses must be cut down 
or that allowance must be made for an increase over the 
estimated amoimt. When departmental /^pense budgets 
are prepared and approved, they are sent to each depart- 
ment to be used as a guide in the incurring of expenses for 
the following period. The budget plan, when based on 
accumulated experience, will prove of invaluable aid. 
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Dep*t No. >^onth 

Name 


Orost Sales 

Ust Returns 

NET SALES 

COST OF SALES 

Grose Margin 

CASH DISCOUNT 

TOTAL GROSS 

ADMINISTRATIVE 

Interest 

Insurance 

Taxes 

SUB TOTAL 

OCCUPANCY 
Floor Space 
Table Rent 
SUB TOTAL 

PUBLICITY 
Newspaper 
Direct Mail 
Other Direct 
Signs, Cards 
Window Rent 
SUB TOTAL 

BUYING 

Payroll 

Supplies 

Unclassified 

Travel 

SUB TOTAL 

SELUNG 

Spies Payroli 
Stock Payroll 
Sales Books 
Stationery 
Gift Boxes 
Exp. Invoices 
Unclassified 
Delivery 
Wrapping 

SUB TOTAL 

TOTAL DIRECT 

BUYER'S PROFIT 

PRORATED 

General (Warhead 


OPERATING PROFIT 



Form LXIII 

OPERATING STATEMENT 
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Operating and Financial Statements 

The operating and financial statements of department 
stores do not differ essentially from the same statements 
prepared by manufacturing and other establishments, and 
a detailed discussion of them is not essential. However, it 
should be borne in mind that in the preparation of the 
operating statement (Form LXIII), the departmental fea- 
ture is emphasized, for, as has been mentioned, each depart- 
ment is akin to a separate store and therefore the manage- 
ment is interested in learning whether or not each depart- 
ment is being operated at a profit. To determine this, the 
sales, cost of sales, and departmental expenses, both direct 
and apportioned, must be known. The combined figures 
for all departments will show the profitableness of the store 
as a whole. 

The balance sheet, prepared from the general books, 
reveals the usual assets and habilities of a mercantile busi- 
ness. Current assets include cash, notes and accounts 
receivable, and inventory of merchandise. Other assets 
consist of land and buildings, equipment, prepayments, 
accruals, and supplies. Among the liabilities may be found 
bonded debt, accounts, notes, and accruals payable. Capital 
stock, surplus, and reserves would also appear on the balance 
sheet. 


QUESTIONS AND PROBLEMS 
(a) Questions 

1. Tabulate and explain the various accounting problems con- 
fronting a department store. < 

2. Outline an efficient system for the accounting for charge 
sales. 

3. The X Department Store has been having trouble in keeping 
an accurate control of its purchases. You are consulted and upon 
investigation find that the reason lies in the method of recording 
and auditing purchases now in use. Outline the method of 
recording and auditing which you would reconunend. 

4 . Into what groups may the sales of a department store be 
classified? State the chief accounting problem each group creates. 
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6 . Outline the factors which must be considered in installing 
an accounting system for handling of cash. Describe the system 
you iKTOuld recommend. 

6. You are called upon to install an accounting system for the 
Aldan Department Store. What provisions would you make for 
the recording and auditing of cash sales? 

t. (a) Define the term mark-up ** as used by retail stores. 

(6) Assume purchases of $300,000 and a mark-up ” of 
26 per cent; what would be the selling price of the 
goods? 

(c) Assuming that sales of these goods for one month total 
$225,000, what would be the inventory at the end of 
the month at cost price? 

8. The average mark-up for Department A for the year was 
20 per cent. The inventory at the beginning of the year was 
$10,000 at cost. The purchases for the year amounted to $40,000 at 
cost. The inventory at the end of the year was $20,000 at selling 
prices. What was the amount of sales for Department A for the 
year; the gross profit; the inventory at the end of the year at 
cost prices? 

9. What method would you recommend in allocating the fol- 
lowing indirect expenses of a store to departments: advertising, 
store decorating, rent, delivery expenses, buying expenses? 

10. A department store having 10 selling departments averages 
10,000 separate sales a day, of which 6200 are for cash and the 
balance on open account. 

(а) Suggest a method whereby it will be possible to deter- 

mine the sales of each department daily. 

(б) How would you ascertain that all sales for cash had 

been properly accounted for? 

(c) The following entry, among others, is made monthly: 

Accounts Receivable 
Sales Dept. No. 1 
« « No. 2 

« “ No. 3 

etc; 

State specifically why the entry is made and how the 

information on which the above entry is based is ac- 
cumulated. 

11. What information yould the executives of a department 
store wish to obtain from the operating statement for the store? 
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How should the accounting system be arranged to provide this 
information? How may the operating expenses of a department 
store be grouped in order to show the cost of carrying on each func- 
tion of store operation? 

12. The Atlantic Department Store operates four departments. 
The managers of each department wish to know the results of 
operation of their departments. The present accounting system 
does not give this information. Outline in detail a system which 
would give this information, bearing in mind that purchases, sales^ 
and expenses of each department must be segregated from the 
totals for the whole store. 


' (b) Problems 

1. At the beginning of the spring season a new department was 
opened by Carfax and Company for the sale of women’s sports 
wear, to meet the growing demand for garments of this type. In 
this department, which was advantageously located on the fourth 
floor adjacent to the misses’ coat and suit departments, were 
carried sweaters, knickers, riding habits, sport skirts, sport hats, 
balbriggan dresses, leather jackets, and bathing suits. 

At the time when this new department was opened, the inven- 
tory at net cost amounted to $38,350, and the total retail price of 
this merchandise was $56,795. During the first month of the 
spring season, purchases of merchandise at net cost totaled $10,122, 
these goods being marked to sell at $14,819. Inward transporta- 
tion charges for the month were $317. Additional mark-ups, less 
cancelations were $2309. Gross sales during this period totaled 
$29,653. Returns of merchandise by customers amounted to 
$987, and mark-downs were $850. Discounts to employees were 
$326; and retail shortages, as shown by the stock-record system, 
were $194. 

Prepare an inventory summary sheet showing the computation 
of inventory at the end of the first month. ^ 

2. The Square Deal Department Store has two departments. 
The books and records reveal the following facts as of December 31 : 

(o) Prepare an operating statement for each department. 

(6) Compute the closing inventories at cost and retail. 


‘ Adapted from Brisco and Wingate, “Retail Buying.” 
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TbIAL BALANdD-oSQUABlO DbAL DbPT. StoBB 


Cash 


$12,400 


Accounts and notes payable 

Inventory merchandise, beginning of year: 



$33,790 

Dept. A 

$60,000 



Dept. B 

. 37,600 

87,600 


Real estate and equipment 

Depreciation reserves 


106,260 

^7,460 

Occupancy expense 


33,000 


Delivery expense 


6,000 


Publicity expense 


26,200 


Accounts and notes receivable 


58,000 


Selling expense: 




Dept. A 

$26,600 



Dept. B 

27,000 

63,600 


Capital stock 



160,000 

Surplus 

Administrative expense 


31,000 

47,610 

Buying expense 

Sales: 


10,900 


Dept. A 

$300,000 



Dept. B 

320,000 


620,000 


Purchases: 

Dept. A $190,000 

Dept. B 246,000 436,000 


$868,760 $868,760 


Supplementary Data 

Dept. A Dept. B 

Mark-up 33^% 26% 

Floor space occupied 60% 60% 

Packages delivered A A 

Advertising space f !• 

3. The general manager of the Lewiston Department store 
has had the following operating statement prepared for the store 
as a whole: 
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OpEBATiNa Statement— Lewiston Stobb Deo. 31 

Sales 

• • 

$1,400,000 

Cost of sales: 

Inventory of merchandise 1/1. . 

. . $308,000 


Purchases 

. . 1,049,000 


Inventory of merchandise 12/31 

$1,367,000 

437,000 

920,000 

Gross profit 

• • 

$480,000 

Expenses: 

Administrative 

127,400 


Occupancy J. . 

103,600 


Publicity .'. . . 

63,000 


Buying 

60,200 


Direct and general selling 

136,800 


Delivery 

12,600 

602,600 


Net loss $22,600 


The manager is not satisfied that this statement tells the whole 
story, and asks you to prepare statements by departments. 
Using the following additional information prepare an operating 
statement for Department C only. 

Dept. C — Additional Information. 


Mark-up 40% 

Sales (retail value) 600,000 

Purchases (cost value) 347,000 

Inventory mdse. 1/1 (cost value) 118,000 

Inventory mdse. 12/31 (retail value) 276,000 

Direct and general selling expense 46,800 

Delivery expense 4,600 


Apportion administrative, occupancy, publicity and buying 
expenses upon whatever basis you think best. 

Floor space of Dept. C is one-third of total. 

4. You have been retained by the Lewiston Department Store 
and have been asked to prepare the following for the year ended 
December 31 : 

(а) Balance sheet. 

(б) Operating statement for each department showing 

expenses by functions. 
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The adjusted trial balance of the Lewiston Department Store 


as of December 31 follows; 

Dr. 

Cr. 

Accounts and notes payable 

Accounts receivable 

Cash 

$366,912.00 

23,160.00 

$434,600.00 

Capital stock 

Expense control 

Furniture and store equipment 

Inventory of merchandise, Jan. 1 

Miscellaneous assets 

602,600.00 

99,064.00 

308,000.00 

71,226.00 

400,000.00 

Mortgages payable 

Notes receivable 

Purchases 

8,100.00 

1,049,000.00 

130,000.00 

Reserves for depreciation 


40,900.00 

Real estate 

274,600.00 


Sales 


1,400,000.00 

Undivided profits and surplus 

Prepaid insurance 

2,400.00 

279,134.00 

Accrued interest on mortgages. ( 


1,300.00 

Reserve for bad debts 


8,197.00 

Accrued payroll 


1,964.00 

Accrued taxes 

Inventory of supplies, end of year 

1,669.00 

616.00 


$2,696,710.00 $2,696,710.00 


The above trial balance was taken after adjusting entries had 
been made for depreciation, accruals, prepa 3 nnents, and supplies 
inventory, but before the new inventory of merchandise had been 
recorded on the books. This inventory as of December 31, at 
sales or retail prices, is as follows; Dept. A, $135,000; Dept. B, 
$260,000; Dept. C, $275,000; total, $670,000. 

The expense ledger contains accounts in sufficient detail to 
permit the analysis of expense by departments, by natural divi- 
sions, and by functions. In the preparation of departmental 
operating statements, however, certain expenses are directly 
assignable to departments, whereas others must be apportioned 
upon some equitable basis. 
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Thb Natural Classification of Exponsn Accounts 


PayroU $266,200 ' 

Rentals.: 67,400 

Advertising 61,900 

Taxes 7,000 

Interest 36,000 

Supplies 19,600 

Service purchased 16,400 

Unclassified 16,700 

Traveling 7,000 

Communication 7,000 

Repairs 4,200 

Insurance 6,600 

Depreciation 12,600 

Professional services 7,000 


$602,600 


The Functional Classification of Expense Accounts 


Administrative : 

Interest, insurance and taxes on mdse $18,626 

All other...... 108,776 


Occupancy: 

Dept. A 

Dept. B 

Dept. C 

Total 

Repairs to equip, and fixt. . 

$700 

$1,000 

$1,500 

$3,200 

Rental space 

14,200 

26,200 

18,000 

67,400 

All other 

10,000 

20,000 

13,000 

43,000 


$24,900 

$46,200 

$32,600 



Publicity: * ' 

Advertising — one-third to each department $61,900 

All other 11,100 


Buying: 

Direct (Dept. A, $11,000; B, $16,000; C, $13,220). $39,220 

All other 20,980 


Direct General Selling: 

Direct (Dept. A, $26,000; B, $66,000; C, $41,800). $121,800 

All other 14,000 


Delivery (Dept. A, 70,(XX) pkg. @ $0.06; B, 67,600 pkg. 
® $0.08; C, 30,000 pkg. @ $0.16). 


$127,400 

103,600 

63,000 

60,200 

136,800 

12,600 


$602,600 
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The basis employed or to be employed in apportioning expenses 
among departments is as follows: 

Administrative Eb^nses: 

Interest, insurance, and taxes on merchandise on the basis of average stock 
carried. 

All other administrative expense on basis of net sales. 

Occupancy: 

Repairs to equipment and repairs to store fixtures should be allocated direct. 

Rental space, a percentage is established for basement, first floor, second 
floor, etc., as well as for front and rear of the store and departments 
charged on basis of space used for these respective portions of the store. 

All other expenses in proportion to floor space. 

Publicity: 

Advertising on basis of advertising space if possible. Window space on the 
basis of a per diem rent, to the department using such space; other 
expenses on basis of net sales. 

Bu3dng Expenses: ' * 

Charge direct to departments if possible; otherwise in proportion to volume 
of purchases. 

Direct General Selling: 

Charge direct to department if possible; otherwise in proportion to sales. 
Delivery Expenses: 

Establish a standard charge per package for three or four classifications of 
merchandise delivered. Gloves, etc., shoes, etc., suits, etc., and furniture, 
etc. 

Other information by departments: 

Total Dept. A Dept. B Dept. C 

Inventory mdse. 1/1 (cost) $308,000 $63,000 $127,000 $118,000 

Purchases (cost) 1,049,000 227,000 476,000 347,000 

Sales (retail value) 1,400,000 300,000 600,000 600,000 

Mark-up 33y% 30% 40% 



PART VI 

GAS COMPANIES 


CHAPTER XXni 

NATURE AND PROBLEMS OF A GAS COMPAmT 

Gas companies can be divided into three general groups. 
One group consists of those companies selling natural gas. 
Another, of companies which sell gas produced artificially, 
in which group can be listed all gas companies producing 
either coal gas or water gas or combinations of the two. 
The third group consists of those companies producing mixed 
gas made from natural gas and/or coal gas or water gas. 

A gas company is semi-public in nature. Although it is 
usually run for private profit, its semi-public aspect calls for 
regulation. It is not imlike a railroad or a street car com- 
pany, since it is, by its very nature, monopolistic in char- 
acter. The cost of manufacturing plant, storage holders, 
and distribution facilities is enormous. Duplication of 
equipment by prospective competitors cannot be tolerated 
because of the vast outlay necessitated, and the ruinous 
competition which might result. Private gain from these 
semi-public corporations must be held in check, not by 
having competitors enter the field but by stringent regu- 
lation. 

Regulation has been accomplished for some time by state 
boards which have been created to protect the public from 
exploitation by companies which furnish the public with 
necessaries (such as transportation, light, heat, water, and 
communication) and which enjoy monopolistic powers. 
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These state boards, commonly called public service or public 
utilities commissions, exercise, in general, control over the 
quality of service furnished, standards observed, and tariffs 
charged. To enable the commissions to perform their duties 
eflSciently, uniform systems of accounts have been prescribed, 
reports must be furnished from time to time, and other pro- 
visions relating to the companies imder their jurisdiction 
must be carried out. 

Importance and Uses of Gas 

The gas industry is one of recent development. Although 
gas was employed for illumination prior to 1850 its use was 
limited to very few communities. The United States census 
of 1850 reveals that there were but 30 establishments manu- 
facturing illuminating gas, and that the gas and other sala- 
ble products of these concerns were valued at less than 
$2,000,000. Today, there are more than 500 concerns with 
a yearly output valued at nearly $400,000,000. 

in order that the importance and magnitude of the 
manufacturing gas industry may not be underestimated, 
the following information has been taken from the published 
report of the American Gas Association Statistical Bulletin 
21, for the year 1935. Data are for companies engaged 
exclusively in the manufacture and sale of gas. 


(a) Puds consumed: 

Anthracite — ^tons 126,000 

Bituminous — tons 7,849,000 

Coke and coke breeze — ^tons 2,589,000 

CHl—gaUons 610,608,000 

(b) Total sales (thousand cubic feet). . . . 354,357,000 

(e) Total gas customers 9,997,000 

(d) Revenue from sales to customers $371,535,000 

(e) Population served { . . . . 49,514,000 

(/) Miles of mains 94,400 

Meters: 

R^^ular 9,902,000 

Prepayment 171,000 


The estimated balance sheet of all the companies engaged 
exclusively in manufacturing and selling gas, taken from the 
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same bulletin for the year ended December 31, 1935| is as 
follows: 

Assets Liabilities 


Fixed capital $2,093,295,000 

Current assets 157,139,000 

Misc. assets |111,947,000 

Misc. suspense 59,185,000 


$2,421,566,000 


CapitaTstock. $890,919,000 

Long-term debt 825,766,000 

Current liabilities 91 ,625,000 

Accrued liabilities 101,931,000 

Retirement reserve. . . 212,400,000 

Other reserves 57,219,000 

Misc. credits 3,192,000 

Surplus 238,514,000 


$2,421,566,000 


Additional information taken from the last report of the 
United States Department of Commerce, Bureau of the 
Census, is given herewith 


(а) Main by-products: 

Coke — tons 4,648,804 

, Tar — gallons 163,968,259 

Ammonia products — ^pounds 26,896,321 

(б) Value of by-products produced $30,886,000 


The bulk of the gas produced is used mainly for cooking 
and lighting by the general population, for street lighting, 
and for heating and lighting by industrial establishments. 
Within recent years gas has taken a place as a competitor 
of other fuels for house-heating purposes. 

The above statistics reveal that it is necessary (a) to 
purchase enormous quantities of fuel to manufacture gas 
to meet the requirements of a population of more than 
50,000,000; (6) to read more than ten million of meters 
before sending out millions of bills involving yearly revenues 
of nearly $400,000,000; (c) to keep a fixed plant, worth more 
than two billion dollars, in efficient operating condition; and 
(d) to endeavor to pay a return to investors in stocks and 

^ Department of Commerce, Bureau of the Census, Census of Manufac- 
turers, 1935. (Industry 703), February 17, 1937. 
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bonds which have a book value of nearly two billions of 
dollars. Before studying the accounting problems and pro- 
cedure it might be well to inquire into the methods of 
manufacturing a product whose production requires such 
outlays. 

Manufacture of Coal Gas 

As stated above, manufactured gas may be either coal 
gas or water gas. The manufacturing of gas is technically 
a chemical process, and the industry is to be classed with 
chemical manufacturing establishments. The manufacture 
of coal gas involves the splitting up of coal into its various 
components and the separation and purifying of a resulting 
gas. The manufacture of water gas is a synthetic process 
which builds up a gas capable of being used for heating, 
cooking, and lighting. 

The manufacture of coal gas is made possible by the 
destructive distillation of coal. Bituminous coal is charged 
(placed) in fire-clay containers called retorts. These retorts, 
either oval. D-shaped, or rectangular, are arranged in series 
called benches, each retort holding from 500 or 600 pounds 
to several tons of bituminous coal at each charge. The 
retorts are heated by furnaces using coal or coke to a tem- 
perature of 2000 OF more degrees Fahrenheit. This enor- 
mous heat releases the gaseous vapors imprisoned in the 
bituminous coal in the retorts, and they pass from the 
retorts through tubes. There remains in the retorts a 
residual called coke. 

The gaseous vapor thus released is far from being a 
marketable commodity. It contains traces of numerous prod- 
ucts, such as tar, naphtha, ammonia, sulphur, and carbon 
didxide. These impurities destroy the usefulness of the gas. 
They also clog the gas pipes and interfere with the distribu- 
tive system of the company. Consequently they must be 
removed. The gaseous vapors coming from the retort 
accordingly pass through various purifying processes which 
separate the impurities from the gas. The first step con- 
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sists in passing the gas through a hydraulic main through 
which water is kept flowing. Some of the products which 
escape with the gas from the retort are deposited in this 
hydraulic main. The gas is next passed through condensers, 
which reduce its temperature and remove additional impuri- 
ties. It then flows through a device made to extract the 
tar. Afterward the temperatme is further reduced by pass- 
ing the gas through additional condensers, and then it is 
passed through washers and scrubbers, where it is sprayed 
with water. Most of the impurities are now removed. The 
gas next goes to the purifiers where the sulphur compounds 
are removed. It is then ready to be stored, and passes 
through registering meters to the storage holders. 

Manufacture of Carburetted Water Gas 

For the manufacture of water-gas, a generator — carbu- 
rettor — superheater apparatus is used. In the generator, 
coal or coke is burned to heat the carburettor and the super- 
heater. After the apparatus has been sufficiently heated, 
live steam is passed through the red-hot bed of coal in the 
generator. The steam and hot carbon react chemically, 
and a gas known as carbon monoxide is produced. 
This reaction can be expressed by the following chemical 
equation: H20+C=2H+C0. Carbon monoxide burns 
with a pale blue flame and cannot be used as an illuminant 
without being enriched. As the gas passes through the car- 
burettor it mixes with the vapors of an oil spray which has 
been admitted to the carburettor and vaporized through 
the intense heat. The mixture passes to the superheater, 
where complete gasification of the oily vapors and carbon 
monoxide is accomplished. This complete blending makes 
impossible the disintegration of the mixture upon cooling. 
The impurities, few in number, are next removed by passing 
the gas through purif 3 dng processes similar to those used 
in the production of coal gas. The purified carburetted 
water gas is then piped to holders to await consumption. 
From the holders it flows through gas mains to service pipes 
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leading to the premises of the consumers, where it is regis- 
tered by means of meters. 

The Accotmting Problems of a Gas Company 

The accounting practices and procedures of any business 
depend upon the type of organization, methods of manu- 
facturing and distribution, peculiarities of the business, and 
the detailed accounting or statistical information required 
by the management and other controlling or regulating 
body. Gas companies, like other business organizations, 
have certain fundamental accounting problems to solve, and 
recognition of the existence of these problems is reflected in 
the accounting and statistical information which is assem- 
bled. Before attempting a study of the system of accoimt- 
ing, consideration should be given to these problems. 

If an analysis were to be made of the balance sheets of a 
numter of gas companies it would be noticed that the 
amount invested in fixed assets is exceedingly high in com- 
parison with the total assets. Records must be kept show- 
ing the location, cost, and elapsed life of the various items 
composing this fixed capital, replacements made, and 
reserves established for depreciation and obsolescence. In 
the second place, the accounting classification must enable 
the company to classify its costs and expenses properly so 
that the various departmental reports will adequately reflect 
operating costs. Third, the ofl&cials of a gas company are 
confronted with the necessity of rendering reports to the 
public service commissions of the states under whose juris- 
diction they operate. The classification of accounts pre- 
scribed by these commissions tends to create uniformity of 
accounting procedure and report preparation. Fourthly, 
the gas company is confronted with the problem of economi- 
cally recording and collecting, monthly or quarterly, the 
income due from its thousands of customers. The solution 
of this problem has resulted in a great application of machin- 
ery to the bookkeeping procedure. Finally, there are spe- 
cific problems such as the accounting for by-products, the 
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accounting for the sale of appliances, the handling of con- 
sumers’ deposits, and the determination of adequate replace- 
ment reserves. With these problems in mind it might be 
desirable to look at the general plan of accounts as pre- 
scribed by public service commissions. 



CHAPTER XXIV 


STATE REGULATION OF ACCOUNTING SYSTEMS 

Public service commissions, in performing their duties 
of regulation, have generally insisted upon a certain uni- 
formity in the accounting systems of gas companies. The 
classification and number of accounts depend upon the oper- 
ating revenues of a company. Where the revenues are large, 
many accounts are required. When the revenues are small, 
fewer accounts are necessary. 

In 1920 the National Association of Railroads and Utili- 
ties Commissioners recommended to the states that a uni- 
form classification of accounts for gas companies be adopted. 
The Public Service Commissions of many of the states have 
adopted this classification. In a very few years piuch head- 
way has been made toward the establishment o!f a uniform 
accounting classification for gas manufacturing companies in 
this country. A revision of the classification of accoimts 
prescribed for gas utilities having annual revenues in excess 
of $250,000 yearly was made by the National Association of 
Railroad and Utilities Commissioners in the latter part of 
1936. This classification was recommended to the Public 
Service Commissions holding memberships in the National 
Association for consideration and adoption with such modifi- 
cation as mi^t be deemed necessary by them. 

Oreneral Plan of the Uniform Classification of Accounts 

'yp 

Under the revised plan outlined by the Commissioners, 
all accounts must be kept by the double entry method and 
must be supported by such books and records as will make 
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possible a full analysis of entry. The classification is divided 
into these main groups: 

(а) Balance sheet accounts. 

(б) Utility plant accounts. 

(c) Earned surplus accounts. 

(d) Income accoimts. 

(e) Operating revenue accounts. 

(f) Operating expense accoimts. 

(g) Clearing accounts. 

The following accounts ^ have been prescribed for com- 
panies classified as gas utilities and reporting to the public 
service commissioners of states which have adopted the 
classification. The classification given below applies to 
companies whose revenues exceed $250,000 annually. 

BALANCE SHEET ACCOUNTS 
Assets and Other Debits 
I. Utility Plant 

100. Utility plant 

107. Utility plant adjusWnents 

n. Investment and Fund Accounts 

110. Other physical property 

111. Investments in associated companies 

112. Other investments 

113. Sinking funds 

114. Miscellaneous special funds 

HL Current and Accrued Assets 

120. Cash 

121. Special deposits 

122. Working funds 

123. Temporary cash investments 

124. Notes receivable 
126. Accounts receivable 

'By permission of the National Association of Railroad and Utilities 
Commissioners and the publishers. ^Detailed instructions as to the type of 
transactions to be recorded in these accounts appear in pamphlets published 
by the State Law Reporting Company, 30 Vesey Street, New York. ' 
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126. Receivables from associated companies 

127. Subscriptions to capital stock 
12$. Interest and dividends receivable 

129. Rents receivable 

130. Accrued utility revenues 

131. Materials and supplies 

132. Prepayments 

133. Other current and accrued assets 

IV. Deferred Debits 

140. Unamortized debt discount and expense 

141. Extraordinary property losses 

142. Preliminary survey and investigation charges 

143. Clearing accounts 

144. Retirement work in progress 

145. Other work in progress 

146. Other deferred debits 

V. Capital Stock Discount and Expense 

150. Discount on capital stock 

151. Capital stock expense 

VI. Reacquired Securities 

152. Reacquired capital stock 

153. Reacquired long-term debt 

Liabilitibs and Othbb CmsDrrs 
Vn. Capital Stock 

200. Common capital stock 

201. Preferred capital stock 

202. Stock liability for conversion 

203. Premiums and assessments on capital stock 

204. Capital stock subscribed 

205. Installments received on capital stock 

Vin. Long-Term Debt 

210. Bonds 

211. Receivers’ certificates 

212. Advances from associated companies 

213. Miscellaneous long-term debt 

IX. Current and Accrued Liabilities 

220. Notes payable 

221. Notes receivable discounted 

222. Accounts payable 

223. Payables to associated companies 
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224. Dividends declared 

225. Matured long-term debt 

226. Matured interest 

227. Customers’ deposits 

228. Taxes accrued 

229. Interest accrued 

230. Other current and accrued liabilities 

X. Deferred Credits 

240. Unamortized premium on debt 

241. Customers’ advances for construction 

242. Other deferred credits 


^ XL Reserves 

260-1. Reserve for depreciation of utility plant 

260-2. Reserve for depletion of utility plant 

261. Reserve for amortization of limited-term utility investments 

252. Reserve for amortization of utility plant acquisition adjustments 

253. Reserve for depreciation and amortization of other property 

254. Reserve for uncollectible accounts 
256. Insurance reserve 

256. Injuries and damages reserve 

257. Employees’ provident reserve 
268. Other reserves 

Xn. Contributions in Aid of Construction 
265. Contributions in aid of construction 

Xm. Surplus 

270. Capital surplus 

271. Earned surplus 

UTILITY PLANT ACCOUNTS 

I. Intangible Plant 

301. Organization 

302. Franchises and consents 

303. Miscellaneous intangible plant 

II. Production Plant 

311. Land and land rights — Manufactured gas 

312. Land /ind land rights — Natural gas 

313. Structures and improvements — Manufactured gas 

314. Structures an^ improvements — Natural gas 

315. Boiler plant equipment 

316. Other power equipment 

317. Benches and retorts 
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318. Coke ovens 

819. Producer gas equipment 

320. Water gas generating equipment 

321. Petroleum gas equipment 

322. Other gas generating equipment 

323. Coal, coke and ash handling equipment 

324. Producing gas wells 

326. Natural gas field lines and equipment 

326. Drilling and cleaning equipment 

327. Gas reforming equipment 

328. Purification equipment 

329. Residual refining equipment 

330. Other production equipment 

III. Storaqb Plant 

341. Land and land rights 

342. Structures and improvements 

IV. Transmission Plant 

361. Land and land rights 

362. Structures and improvements 

363. Mains 

364. Puyiping and regulating equipment 

V. Distribution Plant 

361. Land and land rights 

362. Structures and improvements 

363. Mains 

364. Pumping and regulating equipment 

366. Services 

366. Customers* meters 

367. Other property on customers* premises 

368. Street lighting equipment 

VI. General Plant 

370. Land and land rights 

371. Structures and improvements 

372. Office furniture and equipment 

373. Transportation equipment 

374. Stores equipment 

376. Shop equipment 

376. Laboratory equipment 

377. Tools and work equipment 

378. Communication equipment 

379. Miscellaneous equipment 

390. Other tangible property 

391. Utility plant purchased 

392. Utility plant sold 
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EARNED SURPLUS ACCOUNTS 


Cbedits 

I 

271. Earned surplus (at beginning of period) 

400. Credit balance transferred from income account 

401. Miscellfmeous credits to surplus 

Totai credits 


Debits 

410. Debit balance transferred from income account 

411. Dividend appropriations — Preferred stock 

412. Dividend appropriations — common, stock 

413. Miscellaneous reservations of surplus 

414. Miscellaneous debits to surplus 

Total debits 

271. Earned surplus (at end of period) 


INCOME ACCOUNTS 

I. Utility OpBRATiNa Income 

601. Operating revenues 

Operating revenue deductions: 

«02. Operating eitpenaes 

603-1. Depreciation 

603-2. Depletion 

604. Amortization of limited-term utility investments 

606. Amortization of utility plant acquisition adjustments 

606. Property losses chargeable to operations 

607. Taxes 

Total operating revenue deductions 
Net operating revenues 

608. Income from utility plant leased to others 

609. Rent for lease of utility plant 
Utility operating income 

II. Othbb Income 

620. Income from merchandising, jobbing and contract work 

621. Income from non-utility operations 

622. Revenues from lease of other physical property 

623- Dividend revenues 

624. Interest revenues 

626. Revenues from sinking and other funds 

626. Miscellaneous non-operating revenues 

627. Non-operating revenue deductions 
Total other income 

Gross income 
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III. Incomb Dbductionb 

630. Interest on long-term debt 

631. Amortization of debt discount and expense 

632. Amortization of premium on debt — Cr. 

633. Taxes assumed on interest 

634. Interest on debt to associated companies 

635. Other interest charges 

636. Interest charged to construction — Cr. 

637. Miscellaneous amortization 

638. Miscellaneous income deductions 
Total income deductions 

Net income 

' IV. Disposition op Net Income 

640. ^^Miscellaneous reservations of net income 
Balance transferred to earned surplus 

OPERATING REVENUE ACCOUNTS 
I. Gas Service Revenues 

600. Residential sales 

602. Commercial and industrial sales 

603. Public street and highway lighting 

604. Other sales to public authorities 

606. Sales to other gas utilities 

607. Interdepartmental sales 

608. Other sales 


II. Other Gas Revenues 

610. Rent from gas property 

611. Interdepartmental rents 

612. Customers' forfeited discounts and penalties 

614. Servicing of customers' installations 

615. Miscellaneous gas revenues 


OPERATING EXPENSE ACCOUNTS 
L PRODUCTION EXPENSES 
> A; Manupactured Gas Production 


Operation. 


BA 701 
BA 702 
B 703 
A 703-1 
A 703-2 


Operation supervision and engineering 
Boiler and other power labor 
Coal gas and producer gas labor 
Retort labor 
Coke oven labor 
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A 703-3 

Producer gas labor 

B 704 

Qas generating labor 

A 704-1 

Water gas generating labor 

A 704-2 

Petroleum gas generating labor 

A 704-3 

Other gas generating labor 

A 704-4 

Gas reforming labor 

B A 706 

Piu'ification labor 

BA 706 

Residual refining la,bor 

BA 707 

Miscellaneous production labor 

BA 708 

Boiler fuel 

BA 709 

Water 

BA 710 

Fuel under retorts 

BA 711 

Fuel under coke ovens 

BA 712 

Producer gas fuel 

BA 713 

Coal carbonized in retorts 

BA 714 

Coal carbonized in coke ovens 

BA 716 

Water gas generator fuel 

BA 716 

Oil for water gas 

BA 717 

Gas enricher 

BA 718 

Liquefied petroleum gas 

BA 719 

Oil for oil gas 

BA 720 

Raw materials for other gas processes 

BA 721 

Purification supplies 

BA 722 

Miscellaneous works expenses 


Maintenance. 


BA 723 
BA 724 
B 726 
A 726-1 
A 726-2 
B 726 
A 726-1 
A 726-2 
A 726-3 
A 726-4 
A 726-.6 
A 726-6 
A 726-7 
B 727 
A 727-1 
A 727-2 
A 727-3 
A 727-4 


Maintenance supervision and engineering 
Maintenance of structures and improvements 
Maintenance of power equipment 
Maintenance of boiler plant equipment 
Maintenance of other power equipment 
Maintenance of producing and generating equipment 
Maintenance of benches and retorts 
Maintenance of coke ovens 
Maintenance of producer gas equipment 
Maintenance of water gas generating equipment 
Maintenance of petroleum gas equipment 
Maintenance of other gas generating equipment 
Maintenance of coal, coke and ash handling equipment 
Maintenance of other manufactured gas property 
Maintenance of gas reforming equipment 
Maintenance of purihcation equipment 
Maintenance of residual refining equipment 
Maintenance of other production equipment 


Miscellaneous. 

B A 728 Power from other sources 

B A 729 Rente 
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B A 730 Residuals produced — Or. 

B A 731 Residuals expense 

B A 732-1 Joint expenses — Dr. 

B A 732-2 Joint expenses — Cr. 

B. Natitbal Gas pRontTcnoN 

Operation. 

B A 733 Operation supervision and engineering 
B 734 Operation labor 

A 734-1 Gas well operating labor 
A 734-2 Field line operating labor 
B 735 Operating supplies and expenses 

A 735-1 Gas well supplies and expenses 
A 735-2 Field line supplies and expenses 
B A 736 Purification supplies and expenses 
B A 737 Miscellaneous production expenses 

Maintenance. 

B A 738 Maintenance supervision and engineering 
^ A 739 Maintenance of structures and improvements 
B A 740 Maintenance of producing gas wells 
B A 741 Maintenance of field lines and equipment 
B A 742 Maintenance of drilling and cleaning equipment 

B A 743 Maintenance of other natural gas property 

Miscellaneous. 

B A 744 Gas well royalties and rents 

B A 745 Other natural gas rents 

B A 746 Leasehold and rental expenses 

B A 747 Non-productive well drilling expenses 

B A 748 Residuals produced — Cr. 

B A 749 Residuals expense 
B A 750-1 Joint expenses — Dr. 

B A 760-2 Joint expenses — Cr. 

C. Other Production Expenses 

Operation. 

B A 761 Operation of storage facilities 
B A 752 Gas mixing expenses 

Maintmiance. 

B A 753 Maintenance of storage facilities 
B 764 Maintenance of other production property 
A 754-1 Maintenance of gas mixing equipment 
A 764-2 Maintenance of production laboratory equipment 
A 754-3 Maintenance of miscellaneous production equipment 
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Miseellaneoas* 


BA 755 
BA 756 
B A 757-1 
B A 757-2 


Qas purchased 
Other expenses 
Joint expenses — Dr. 
Joint expenses— Cr. 


n. TRANSMISSION EXPENSES 

Operation. 

B A 758 Operation supervision and engineering 
B 759 Transmission operations 

A 769-1 Pumping and regulating expenses 
A 769-2 Operation of transmission mains 

Maintenance. 

B A 760 Maintenance supervision and engineering 
B A 761 Maintenance of structures and improvements 

B 762 Maintenance of transmission lines 

A 762-1 Maintenance of mains 

A 762-2 Maintenance of pumping and regulating equipment 

Miscellaneous. 

B A 763 Rents 
B A 764-1 Joint expenses — Dr; 

B A 764-2 Joint expenses — Cr. 


m. DISTRIBUTION EXPENSES 


Operation. 


B A 766 Operation supervision and engineering 
B 766 Distribution office expenses 


A 766-1 Distribution maps and records 
A 766-2 Other distribution office expenses 
B A 767 Operation of distribution lines 

B 768 Operation of meters 

A 768-1 Removing and resetting meters 

A 768-2 Miscellaneous meter expenses 

B A 769 Services on customers^ premises 
B A 770 Operation of street lighting equipment 


Maintenance. 

B A 771 Maintenance supervision and engineering 
B A 772 Maintenance of structures and improvements 
B 773 Maintenance of distribution lines / 

A 773-1 Maintenance of mains 

A 773-2 Maintenance of pumping and regulating equipment 
A 773-3 Maintenance of services 
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A 773-4 Maintenance of meters 

A 773-6 Maintenance of otl^er property on customers’ premises 
B A 774 Maintenance of street lighting equipment 

Miscellaneous 

B A 776 Rents 
B A 776-1 Joint Expenses — ^Dr. 

B A 776-2 Joint expense&-~Cr. 

IV. CUSTOMERS’ ACCOUNTINO AND COLLECTING 

EXPENSES 

B A 779 Supervision 

B 780 Customers’ contracts, orders, meter reading and collecting 
A 780-1 Customers’ contracts and orders 

A 780-2 Credit investigations and records 

A 780-3 Meter reading 

A 780-4 pollecting 

B A 781 Customers’ billing and accounting 
B A 782 Miscellaneous expenses 
B A 783 Uncollectible accounts 
B A 784 Bents 

V. SALES PROMOTION EXPENSES 

B A 785 Supervision 
B A 786 Salaries and commissions 

B 787 Demonstration, advertising and other sales expenses 
A 787-1 Demonstration 

A 787-2 Advertising 

A 787-3 Miscellaneous sales expenses 
B A 788 Rents 

B A 789 Merchandising, jobbing and contract work 

VL ADMINISTRATIVE AND GENERAL EXPENSES 

B A 790 Salaries of general officers and executives 
B A 791 Other general office salaries 

B 792 Expenses of general officers and general office employees 
A 7^2. 1 Expenses of general officers 
A 792. 2 Expenses of general office employees 
B 793 General office supplies and expenses 
B A 794 Management and supervision fees and expenses 
B A 796 Special services 

B A 796 Legal services 

B A 797 Regulatory commission expenses 

B A 798 Insurance 

B A 799 Injuries and damages 

B 800 Employees’ welfare expenses and pensions 
A 800-1 Employees’ welfare expenses 
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A 800“2 
BA 801 
B 802 
A 802-1 
A 802-2 
A 802-3 
A 802-4 
BA 803 
BA 804 
BA 805 
BA 806 
BA 807 
BA 808 
BA 809 


Pensions 

Miscellaneous general expenses 
Maintenance of general property 
Maintenance of structures and improvements 
Maintenance of office furniture and equipment 
Maintenance of communication equipment 
Maintenance of miscellaneous property 
Rents 

Commissions paid under agency sales contracts 

Franchise requirements 

Duplicate miscellaneous charges — Cr. 

Administrative and general expenses transferred — Cr; 
Joint expenses — Dr. 

Joint expenses — Cr. 


CLEARING ACCOUNTS 

901. Charges by associated companies — Clearing 

902. Stores expenses — Clearing 

903. Transportation expenses — Clearing 

904. Laboratory expenses — Clearing 
906. Shop expenses — Clearing 

906. Tools and work equipment expenses — Clearing 


The letters appearing under the operating expenses refer 
to the class of gas utility for which the accounts have been 
prescribed. Utilities having either annual gas operating 
revenues of $750,000 or more or the original cost of whose 
gas utility plant amounts to $4,000,000 or more are classed 
as Class A Utilities. ' Class B Utilities are those having 
annual gas-operating revenues of more than $260,000 but 
less than $750,000 and the original cost of whose plant 
amounts to less than $4,000,000. The above expense classi- 
fication includes accounts to be used by utilities engaged in 
natural gas production. 
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ACCOUNTING FOR OPERATING COSTS 

Reference to the operating expenses listed in the classi- 
fication in the preceding chapter will show that all expenses 
can be classified under well-defined groups such as produc- 
tion, transmission and distribution, customer accounting, 
new business, and general and administrative expenses. 
Further analysis reveals that many of the accounts estab- 
lished record only material, or labor or salary charges, or 
material and labor charges under the heading of mainte- 
nance accounts. In addition there are accounts for various 
types of services rendered or supplies furnished, such as 
advertising, general oflice supplies, legal services, and special 
services. All these involve .a purchase either of material, 
labor, or services. It is the purpose of this chapter to dis- 
cuss the handling of purchases and payrolls, tracing at the 
same time the offsetting charges (stores and labor) through 
the operating expenses or the utility plant accounts. 

Accounts or Vouchers Payable 

Upon the receipt of an invoice and before it is approved, 
it must be checked against the purchase order file and the 
receiving records, if any. Charges must be classified in 
accordance with the account classification schedule. Vouch- 
ers or voucher checks prepared for the invoices which have 
been approved are recorded in a Voucher or Accounts Pay- 
able Register (Form LXIV), subsequent postings being made 
to. the general and subsidiary ledger accounts. 
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Stores and Supplies 

« 

All materials purchased are charged to Materials and 
Supplies accounts. These accounts cover materials pur- 
chased for: 

(a) Production requirements. 

(b) Transmission requirements. 

(c) Distribution requirements. 

(d) Maintenance and renewal requirements. 

(e) Customer accounting, new business, and general 
office requirements. 

(f) Merchandise bought for resale. 


VOUCHER OR INVOICE REGISTER 
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Form LXIV 

VOUCHER REGISTER 

Each class of materials should be kept in separate store- 
rooms so far as possible. Stock record cards should be main- 
tained for all material. 

As material approaches the minimiun quantity to be 
carried in stock, pmchase requisitions and purchase orders 
are made out, copies being sent to the vendor, to the receiv- 
ing room, and to the storeroom. The purchasing agent 
generally retains one copy. When ordered material is 
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received, it is checked as to quantity and price with the 
purchase order and forwarded to the proper storeroom, 
where it is placed in bins or on racks or stored in some 
other convenient manner. When the invoice has been 
approved by the storekeeper or purchasing agent, it is for- 
warded to the accounting department, at which point a 
voucher is prepared to record the purchase. 

As material is required by the various operating depart- 
ments requisitions are prepared and approved. These requi- 
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Form LXV 

MONTHLY STORES REPORT 


sitions give a description of the items requested together 
with the account to be charged. The requisition also states 
whether the material is to be used for maintenance, other 
operations, or new construction work. The requisitions hon- 
ored by the storekeeper in each storeroom or warehouse 
are priced and summarized monthly (Form LXV). The 
summary after being checked or audited is journalized and 
posted. The material used for construction is posted in 
detail to the various utility plant accounts in a subsidiary 
ledger. 

In some instances the expenses of operating the store- 
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rooms or warehouses are added on a percentage basis to the 
amount of the invoice and must be taken int6 consideration 
in determining the price at which materials issued are to be 
charged to the various operating and plant accounts. 

Payrolls 

^ In accounting for laborj daily time cards (Form LXVI) 
are prepared for each employee. Each department sum- 
marizes its daily time cards on a weekly payroll sheet which 
is forwarded to the accounting department. The weekly 
payroll record shows the daily and weekly total of hours 
worked and the amoimt due each employee. Columns may 
be provided to show the accounts to be charged (Form 
LXVII). 

Upon receipt of the payrolls from the various foremen 
they are audited and summarize'd. The summary is used 
as a basis of a journal entry for the general ledger postings. 
The posting to the subsidiary accounts can be made directly 
from the original payrolls, as these payrolls contain columns 
showing the amounts to be debited to specific accoimts. 
Pay checks made out by the cashier from the payrolls are 
distributed by the paymaster individually to the employees. 
The total of the pay checks must agree with the total of the 
charges made from the payrolls to the various expense and 
construction accoimts. 

Production Reports 

In addition to the material and labor records discussed, 
a gas company prepares a daily manufacturing report deal- 
ing with a special class of materials. These materials, too 
bulky to be placed in storerooms, are concentrated at the 
gas manufacturing plant. They include fuel for boilers, fuel 
for generators and retorts, oils, and purifying materials. 
The amounts of each consumed daily are entered on the 
daily manufacturing report. This is prepared from daily 
reports of the respective materials consumed. The daily 
manufacturing reports are next summarized in a monthly 
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TIME TICKET 

Department No., 

District No.., 

Name Employee No 


Date.,. 



Total Hours 
Amount 

CHARGE 



Fobm LXVI 
DAILY TIME CARD 
















Fobm LXVn 

DEPARTMENTAL WEEKLY PAYROLL REPORT 
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reporjb. This report shows the production of gas and its 
by-products and the quantities of materials consumed. 

These materials consumed are priced out at average 
prices and a summary journal entry is prepared charging the 
proper production expenses and crediting Materials and 
Supplies, which is the controlling or balance sheet account. 
In case the Materials and Supplies balance sheet account 
is a summary of several materials and supplies accounts 
carried in the general ledger, the subsidiary accounts will 
be credited. These subsidiary accounts are stock accoimts 
and may have such titles as boiler fuel stock, retort fuel 
stock, gas coal stock, generator fuel stock, gas oil stock, 
enricher stock, and purifier stock. For example, if 20,000 
tons of boiler fuel stock were consumed, the value of this 
fuel would be charged to boiler fuel and credited to boiler 
fuel stock, boiler fuel being a production expense account, 
and boiler fuel stock a materials and supplies account 
appearing in the general ledger. 

Accounting for By-products or Residuals 

By-products of gas production may be regarded as 
sources of income. The accounting for by-products is a 
problem concerning which there is no unanimity of opinion. 
In the production of gas, coke, tar, ammonia, and benzol 
are produced. This question might well be asked: What 
proportion of the total manufacturing costs is chargeable to 
each salable product? How much of the material, labor, 
maintenance, and other expense and depreciation charges 
should be allocated to the production of coke or tar? These 
are cost problems which cannot be satisfactorily answered. 
Similar ones crop up in many industries, including, among 
others, meat packing and oil refining. 

In the manufacture of gas, however, the problem is par- 
tially solved in the following manner. A daily record is 
kept of the residuals produced and sold. At the end of 
each month, residuals produced are charged to stock accounts 
such as coke stock, ammoniacal liquor stock, etc., and cred- 
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ited to the residuals produced accounts. A separate account 
is usually maintained for each residual produced. These 
accounts are debited and credited at figures which repre- 
sent the estimated sales values. There is no offsetting cost 
account. The cost of residuals is absorbed by the cost of 
the main product. Expenses of preparing, storing, handling, 
and delivering residuals are charged to the residual expense 
accounts. Residuals sold are credited to the residual stock 
accounts, and any variations of selling prices from original 
prices used in charging residual stock accoimts will be handled 
through the residual produced account. Let it be assumed 
that a gas company produces 4000 tons of coke having an 
estimated market value of $11 per ton, that 3500 tons are 
sold at $13 per ton, and that the expense of preparing the 
coke for market, and handling, storing, and delivering it, 
was $1 per ton produced. The following entries expressed 
in debit and credit form are made in the proper books of 
original entry: 


(1) Coke stock residual account $44,000 

Coke residuals produced ; $44,000 

For coke production during the month, 4000 tons 
at $11 .00 per ton. (Entry in general journal.) 

(2) Coke expense 4,000 

Vouchers payable 4,000 

For labor and other costs of preparing coke for 
market. (Entry in voucher register.) 

(3) Accounts receivable 46,600 

Coke stock residual account 46,600 

Sale of coke as per sales invoices 3600 tons at $13 
per ton. (Entry in sales register.) 

(4) Coke stock residual account 7,000 

Coke residuals produced 7,000 


Adjusting entry required to credit residuals pro- 
duced for the excess amount realised over the 
amounts credited at the time of production. 

(Entry in general journal.) 

Balances appearing in the residuals produced accounts 
are deducted from the total of the production expenses, 
which includes among others the expenses of preparing, han- 
dling, storing, and delivering residuals. 
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Depreciation ^ 

What is a fair return to a gas company? The determinar 
tion of a fair return on capital and the rate to be charged 
customers to yield such a return is closely tied up with 
the subject of depreciation. If a rate is set to furnish a 
return on book value, the return may or may not be fair, 
depending upon the amount of reserves created to offset 
depreciation. Excessive reserves create hidden or secret 
reserves. Inadequate reserves may result in the payment 
of dividends from surplus or capital when the intention is 
to pay them out of earnings. 

The calculation of depreciation of each item of equip- 
ment owned by a gas company would be an exceedingly 
difl&cult task. Various expedients are employed to overcome 
this obstacle. Experience enables a company to determine 
upon a rate which will provide for depreciation charges and 
permit it to renew its equipment or replace it when it is no 
longer efficient. The rate of depreciation may be a percent- 
age of the total value of j&xed assets or a percentage of gross 
revenue. An entry is made monthly, debiting either deprecia- 
tion or retirement expense, and crediting a depreciation or 
retirement reserve account. When equipment is discarded, the 
original cost plus cost of dismantling, less salvage, is charged 
to the reserve account and credited to the asset discarded. 
The depreciation or retirement expense account is segregated 
from the operating expense accounts and appears under the 
income accounts listed in the forepart of this discussion. 

Utility plant which is rendered imfit for us6 because of 
fire, obsolescence, or retirement, and for which depreciation 
reserves have not been provided, becomes a prpperty loss 
chargeable against operation, unless the approval of the Com- 
mission imder which the utility operates is obtained giving 
permission to carry it as a deferred debit on the balance 
sheet. If this permission is obtained the amounts thus 
charged must be subsequently amortized. 
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New Construction 

The utility plant account is a controlling account, details 
of which appear in a subsidiary ledger. These accounts are 
divided into Intangible Plant, Production Plant, Storage 
Plant, Transmission Plant, Distribution Plant, and, last. 
General Plant Accounts. 

New construction undertaken by a gas company is 
charged to Construction Work in Progress and upon com- 
pletion is transferred to appropriate utility plant accounts. 
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ACCOUNTING FOR REVENUE 

According to the latest census reports the number of 
consumers served by the 520 manufacturing gas companies 
in the United States was 8,849,553.^ The average per com- 
pany would be about 17,000. Of course, some of the com- 
panies cannot boast of serving anywhere near this number 
of consumers, but others, particularly those located in larger 
cities, number their consumers by the tens and hundreds of 
thousands. The vast majority of the consumers consists of 
householders and small business men, whose gas bills amount 
to only a few dollars each month. How to collect these petty 
monthly bills economically is one of the problems which has 
been successfully handled by the majority of gas companies. 

The charge made to consumers for gas used is based on 
meter readings^ The meter, situated somewhere on the 
premises of the consumer, registers the number of cubic feet 
of gas consmned. A charge of approximately $1 is made 
for each 1000 cubic feet used. Payment may be made either 
before or after consumption. If payment is to he made 
before gas is used, then a special meter known as a ^‘prepay- 
ment’’ meter must be installed on the premises of the con- 
sumer. If payment is to be made after gas has been con- 
sumed, the “regular ” meter is used. Most of the customers 
of a gas company are classed as either “regular” or “pre- 
payment.” Sales of gas are made on a flat-rate basis to a 
few individual consumers, to other gas companies, and to 
municipalities for street-lighting purposes. Miscellaneous 
revenues arise from rentals on properties owned and from 
sales of gas appliances, such as stoves, irons, and lamps. 

^ Department of Ck)mmerce, Bureau of the Census, Census of Manufac- 
turers, Industry 703-, Release of February 17, 1937. 
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The bookkeeping involved in recording the collection of 
miscellaneous revenues does not present any difi&culties. 
Something, however, should be said about the methods 
employed in the accounting for sales of gas to both pre- 
payment'' and ‘^regular" customers. 

Accounting for “Regular” Consumers’ Sales 

At regular intervals meter readers are sent out. They 
are supplied with forms or route books (Form LXVIII) con- 
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taining the names, addresses, location of meter, and pre- 
vious meter readings of all consumers in the district to which 
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they have been assigned. In some cases the meter reader 
calculates the gas consumption and the amount due for each 
consumer in his district, together with a summary of the* 
total consumption and total amount due for the district for 
the period. These route books are then turned in to the 
office for checking and for billing. The total of all bills pre- 
pared for a given district should agree with the amount due 
from all consumers as reported by the meter reader. From 
the meter readers^ forms postings may be made to a con- 
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Form LXIX 

DAILY CASH BOOK— RECEIPTS 

sumers^ ledger or a duplicate of the invoice sent the customer 
may be used for this purpose. A summary of all bills sent 
to customers in all districts is then made, which becomes the 
basis of a journal entry charging accounts receivable and 
crediting gas sales. A customer's invoice contains a stub or 
coupon which is detached when the invoice is paid. Receipts 
from customers are recorded in daily cash books which are 
later audited and summarized. Postings are made from the 
daily cash books to the consumers^ ledgers if kept, or the 
duplicate invoice serving in lieu of the consumers’ ledger is 
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taken from the files and marked paid. The open accounts 
on the consumers^ ledger or the unpaid duplicate invoices 
provide a record of the delinquent customers^ accoimts and 
also a check upon the honesty of the cashiers in reporting all 
collections. A suggested form of a daily cash book is shown 
in Form LXIX. 

Accounting for ** Prepayment ” Meter Sales 

A coin deposited in the slot of a ‘^prepasnment” meter 
allows a certain number of cubic feet of gas to flow in. The 
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Form LXX 

DAILY CASH REPORT— PREPAYMENT METERS 


coins are collected from the meters by meter readers, who 
also take readings 6f the meters. From the meter readings 
charges are posted to the accounts of the consumers in a 
"‘prepayment” consumers' ledger. The money collected 
by the prepayment meter readers is recorded on their daily 
cash reports (Form LXX). 
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From the list of prepayment meters which have been 
inspected and coins removed the consumers are credited with 
the amoimts collected. Under this plan of accounting for 
revenue, consumers^ accoimts are either balanced or show 
credit balances. The credit balance represents the excess 
collected over the charge indicated by the actual gas con- 
sumed; or, expressed in another way, the money dropped 
into the slot was sufficient to supply a greater quantity of 
gas than was consumed up to the day the meter readings 
were taken. At tl^ end of the month entries are made to 
record the revenues from ^ ‘ prepayment ’ * sales. The amount 
of the journal entry is based on the total debits to the con- 
sumers' accounts in the ^‘prepayment" consumers' ledger, 
or upon the totals of the meter readers' cash reports. The 
entry involves a debit to accounts receivable and a credit 
to prepaid gas sales. Reference to the statistics in Chapter 
XXIII will give some indication as to the relative importance 
of the accounting for prepayments as contrasted with regular 
meter accounting. Less than 2 per cent of the meters in use 
are of the prepayment type. 

The diagram on page 325 shows the main steps taken 
in accounting for revenue derived from “regular" con- 
sumers. 

A reasonable length of time is allowed for the payment 
of gas bills. At the expiration of the period of grace, a list 
of delinquents is prepared and sent to the collection depart- 
ment. If payment is not forthcoming, the gas supply is 
shut off. Prompt settlement of consumers' invoices is 
encouraged by gas companies, either by offering a discoimt 
for prompt settlement or by penalizing the consumer if he 
fails to pay by a certain date. This penalty may take the 
form of adding to the regular tariff a fine based on the 
amoimt of the invoice or on the number of cubic feet of gas 
consumed. 
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Merchandise and Jobbing Revenue 

Invoices are made out to cover any sales of ranges, 
heaters, or other gas appliances sold to consumers. A charge 
is made for connecting the appliance to the gas piping on 
the consumers^ premises. These invoices are recorded in a 
columnar sales book or register (Form LXXII). Costs are 



Form LXXII 

SUNDRY SALES REGISTER 


likewise recorded in the sales book or some other record, 
so that the profit or loss arising through sales of various 
kinds of merchandise may be ascertained. 











CHAPTER XXVII 


SUMMARY OF ACCOUNTING RECORDS 

The following are the main books of original entry kept 
by gas-manufacturing companies: 

(1) Voucher register. 

(2) Payroll summaries. 

(3) Cash receipts register. 

(4) Cash payments or check register. 

(5) Sundry sales register. 

(6) Daily cash receipt book. 

(7) General journal. 

The following books of final record are also kept : 

(1) General ledger, supported by the following subsidiary 
ledgers: 

(а) Utility plant ledgers. 

(б) Accounts payable ledger (if one is kept in addi- 
tion to voucher register). 

(c) Materials and supplies ledgers. 

(d) Operating expense ledgers. 

(e) Consumers’ ledgers, both ^‘prepayment” and 
“regular.” 

(/) Capital stock ledger. 

(g) Investment ledger. 

(h) Consumers’ deposit ledger. 

Other books may be made necessary by the volume of 
business transacted and the problems peculiar to each con- 
cern. The above records are supported by a number of 
subsidiary records, such as invoice registers, route books, 
production reports, material requisitions, purchase orders, 
analysis sheets, statistical reports, and revenue reports. 
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If the territory served is large and consumers are numerous^ 
district offices may be established. These offices relieve the 
general office of a great deal of detail by carrying distriet 
accoimts receivable ledgers for gas and for appliances sold, 
district sales books, and district cash books. Daily reports 
rendered by them are summarized arid recorded by the gen- 
eral office through the medium of journal entries. 

The use of subsidiary ledgers involves colimmarization 
of books of original entry. In many instances columns of 
items appearing in the books of original entry are analyzed 
on so-called analysis or distribution sheets, and are posted 
from these sheets to subsidiary ledgers. For example, a 
large company carries in its voucher register a column 
headed ‘^Operating Expenses,’^ subdivided into account 
number, and amount. Its material, labor, and maintenance 
accounts, covering operating expenses, are very numerous. 
As a result, operating expenses are extended from the 
vouchers into the operating expense column. At the end 
of each month the column is analyzed and posted to the 
various operating expense accounts from the analysis sheet. 
Hence all postings appearing in the general and subsidiary 
ledgers are based either on entries appearing in the books 
of original entry or upon analyses of entries. 

Journal Entries 

The great amount of detail involved in gas-company 
accounting is summarized and journalized monthly. The 
following reports and journal entries are among the more 
important. 

(1) Stores issued — a summary of requisitions honored 

Sundry Operating Expenses 
to 

Materials and Supplies. 

(2) Departmental payrolls — ^a summarization of expenses incurred in con- 

nection with payroll liability. Journal entry is made only if not 
recorded through a voucher register or payroll analysis. 

Sundry Operating Expenses 
to 


Payroll. 
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(3) Monthly production reports showing consumption of fuel and enricher 
stock and production of residuals. 


(a) Sundry Operating Expenses 
i.e., Boiler Fuel Expense 
Retort Fuel Expense 
Coal Carbonized Expense 
Coal Gas Enricher Expense 
to 


Materials and Supplies 
i.e., Boiler Fuel Stock 
Retort Fuel Stock 
Gas Coal Stock 
Enricher Stock 

(b) Residual Stock 
to 

Residuals Produced. 


(4) Summary of gas consumed monthly from meter readings or invoices 
rendered or Consumers’ Ledgers. 


Accounts Receivable 
to 


Gas Service Revenues 


(6) Monthly depreciation — involving an average rate to cover all equip- 
ment or a certain percentage of operating revenues 
Sundry Operating Expenses 
to 

Depreciation Reserve. 

(6) Expense apportionment — involving an equitable distribution of rent, 
and light, telephone, and stores expenses, etc., made to departments 
benefiting by these expenditures. 


The above journal entries do not cover all possible jour- 
nal entries which might be made by a gas company. Other 
jomnal entries involving important changes in financial and 
operating accounts will be made as occasion demands. 

Books of Final Record 

Of the books of final record many will be recognized and 
the purpose of them understood. Brief reference will be 
made therefore to only two of the ledgers listed. 
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The utility plant ledgers contain the details of the fixed 
capital owned by the company. If the company organizes 
its operations on a district basis, the ledgers will record the 
fixed assets according to districts. Accqunts will show the 
kind of asset, street location, date of installation, new con- 
struction authorized and completed, and the valuation 
placed on the various assets discarded for one reason or 
another. 

In the consumers^ deposit ledger appear the names of the 
individuals from whom the company has collected a deposit 
as a guarantee for the payment of bills to be rendered. When 
a consumer requests the services of the gas company he is 
asked to make a deposit. If the deposit is made, the con- 
sumer is given a receipt. At intervals his account is credited 
with interest. Upon payment of the final gas bill rendered, 
or removal from the territory served, or when credit is firmly 
established, the consumer is refunded the amount of his 
deposit together with interest additions upon the surrender 
of the receipt given him at the time he made the deposit. 
The total of the accounts in the consumers^ deposit ledger 
should always be in agreement with the general ledger 
account. Customers^ Deposits. 

Use of Machinery in Recording Accounting Transactions 

Before dismissing the subject of gas-company accounting, 
attention should be called to the fact that many gas com- 
panies withing recent years have been quick to recognize the 
advantages which accrue through the use of machinery in 
the recording of their transactions. The exceedingly large 
number of creditors, customers, and employees of a gas com- 
pany has resulted in the extension of the use of machinery 
in the handling of these transactions. Invoices received 
are coded and punched cards prepared therefrom. These 
punched cards are summarized on tabulating machinery 
enabling the company to secure the total charges and credits 
for any period or for any district very ]^eadily Machinery 
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is also' used in the compilation and classification of payroll 
and stores information. Bill printing, key punch machines, 
and tabulator devices are used for the recording of revenue 
and the accumulation of operating expenses. In many 
instances, general and subsidiary ledgers are kept by machin- 
ery. The data assembled, either with or without the aid of 
machines, are important in the preparation of accounting 
reports and statistics furnished to the various public service 
commissions. 


QUESTIONS AND PROBLEMS 
(a) Questions 

1. What are the principal accounting problems confronting a 
company manufacturing and distributing gas? 

2. Explain the method of ordering and recording purchases 
followed by a gas company. 

3. Outline a plan of accounting for metered sales of gas to 
domestic consumers which will reduce to a minimum the possibility 
of loss through theft. 

4. Explain the method used in accounting for labor required 
for new construction. 

5. Into what groups may the operating expenses be classified? 
What is the basis for such groupings? 

6. Explain the following terms; stock residual accounts, resid- 
uals produced, residual expense, income account, earned surplus 
account. 

7. Explain in detail a method to be used by gas companies in 
accounting for by-products. 

8. A gas company produced 15,000 tons of coke during the 
month of April. It was estimated that this could be sold for $7 
per ton. The expenses of handling and preparing the coke for 
market amounted to $4500. During the month, 5000 tons of 
coke were sold at $6 per ion. Give the journal entries necessary 
to record the above information on the books. 

9. What are the main books kept by gas-manufacturing com- 
panies? Classify them into books of original entry and books of 
final record, 

10. Classify the following expenses of a gas plant, placing each 
item in the classification to which it belongs: 
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Boiler fuel. 

Residuals expense. 

Operation of meters. 

Gas-mixing expenses. 

Franchise requirements. 
Customers’ billing and accounting. 
Salaries and commissions. 
Maintenance of storage facilities. 
Transmission operations. 

Producer gas fuel. 

Maintenance of communication 
equipment. 

Demonstrations 
Uncollectible accounts. 


Operation supervision and engineering. 
Removing and setting meters. 
Maintenance of services. 

Purification supplies. 

Liquefied petroleum gas. 

Gas purchased. 

Pumping and regulating expenses. 
Distribution maps and records. 
Maintenance of street-lighting equip- 
ment. 

Commissions paid under agency sales 
contracts. 

Meter reading. 

Expenses of general officers; 


11. Explain the following accounts of a gas company: 

(a) Amortized debt discount and expense. 

(&) Clearing accounts. 

(c) Extraordinary property losses; 

(d) Prepayments. 

(e) Retirement work in progress. 


(b) Problems 

1. The Consumers’ Gas Company produced 10,000 barrels of 
tar as a result of its operations in the manufacture of illuminating 
gas. It was estimated that this would sell for $12.00 per barrel. 
Expenses of preparing, storing, and handling of this by-product 
amounted to $3500. The company sold 5000 barrels at $11.00 
per barrel. How would these facts be recorded? What amount 
would be deducted from total production expenses? 

2. The uniform classification of accounts for gas utilities pre- 
pared by the National Association of Railway and Utilities Com- 
missioners provides the following classification of accounts: 

100 Assets and other debits. 

200 Liabilities and other credits. 

300 Utility plant accounts. 

*400 Earned surplus accounts; 

500 Income accounts. 

600 Operating revenue accounts; 

700 Operating expense accounts. 


Using the above numbers, indicate opposite each of the 
following accounts the group to which it belongs in the above 
classification: 
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Account Group Number 

Residual refining equipment \ . ■ 

Accrued utility revenues ; — 

Credit investigations and records 

Producer gas equipment 

Prepayments 

Amortization of premium on debt — Cr 

Interest revenues 

Dividend appropriations. 

Unamortized debt discount and expense 

Interest charged to construction — Cr 

Special services 

Extraordinary property losses 

Benches and retorts 

Property losses chargeable to operations. 

Retirement work in progress 

Interdepartmental rents 

Utility plant sold 

Residential sales 

Franchise requirements .* 

Unamortized premium on debt 

Miscellaneous non-operating revenues 

Mains 

Depletion 

Injuries and damages 

Customers’ advances for construction 

Miscellaneous credits to surplus 

Miscellaneous reservations of net income 

Servicing of customers’ installations 

Laboratory equipment 

Interdepartmental sales 

Reserve for imcollectible accounts 

Uncollectible accounts ' ' ' • 

3. The Consumers^ Gas Company has on its books a fixed 
capital account entitled, “Water Gas Generator Equipment. 
This account has been charged with the cost of sets and accessories 
devoted to the production of water gas, including foundations and 
settings, generators, carburetors, superheaters, seals and piping, 
blast apparatus, oil and steam-supplying apparatus, oil heaters, 
etc. 

A unit costing $100,000 is replaced with more modem equip- 
ment costing $150,000. The cost of dismantling was $5000, and 
the material salvaged from the pld unit was sold as scrap for 
$10,000. A depreciation reserve of $75,000 had been set up 
against it. 
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Give the journal entries necessary. 

What disposition will be made of the balance in the property 
abandoned account? 

4. The following is the trial balance of the Consumers’ Gas 
Company as of December 31, after all adjustments have been 
made. You are requested to prepare: 

1. Balance sheet. 

2. Income account. 

3. Surplus account. 

Adjusted Trial Balance — December 31. 

Accounts payable $195,300 

Accounts receivable $270,600 

Capital stock 3.300,000 

Cash 187,000 

Coal gas production expenses 360,300 

Customer expenses 64,800 

Customers’ deposits 4,300 

Dividend appropriation — Common stock 264,000 

Dividends declared 66,000 

Public utility plant ; 1 1,866,200 

Residential sales 2,461,200 

Gas purchased. . * l 140,900 

General and miscellaneous expenses 470,800 

Interest earned 1,800 

Interest on long-term debt 303,700 

Bonds payable. 6,850,000 

Materials and supplies 131,200 

Merchandise and jobbing sales 23,600 

PubUc street-lighting sales 183,200 

Sales promotion expenses 74,300 

Notes payable 550,000 

Pa 3 rroll accrued 4,100 

Earned Surplus — end previous year 453,800 

Prepayments 6,100 

Utility plant adjustment 84,000 

Depreciation reserve 1,143,600 

Street-lighting expenses 32,100 

Miscellaneous general expenses 94,800 

Transmission and distribution expenses 89,200 

Uncollectible bills 1,500 

Water gas production expenses 630,900 

Work in progress 164,500 


$15,236,900 $15,236,900 
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RAILROADS 
CHAPTER XXVIII 

THE RAILROAD AND ITS ORGANIZATION 
Development 

The first railroad in the United States was constructed 
about a century ago. iToday there are approximately 
250,000 miles of railroad in this country, representing total 
assets of more than $28,000,000,000. 

In 1887 the Interstate Commerce Coromission was formed 
to supervise railroads engaged in interstate commerce. At 
first the powers of this body were very meager, but as years 
passed, its authority gradually grew stronger and stronger. 
In 1906 the Hepburn Act was passed. This gave to the 
Interstate Commerce Commission the right to ptescribe 
uniform accounting methods for transportation agencies 
engaged in interstate tralffic, recognizing the fact that pub- 
lic regulation of industry can be made more effectii'e through 
the control of accounts. The Interstate Commerce, Com- 
mission, after a study of the various systems, established 
a classification for the accounts of the railroads. In 1914, 
the classification was revised; and a further revision was 
made, effective January 1, 1936. 

The uniform system of accounts which has been pre- 
scribed by the Interstate Commerce Commission is the basis 
for all railroad accounting. In the development of this 
unif orm system the commission has been assisted by the 
Accoimting Division of the Association of American Rail- 
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roads. The present structure of accounting classification 
may be said to be a product of the efforts of the accounting 
officials of the railroads and of the members of the Interstate 
Commerce Commission. 

Few of us realize that the revenue of a railroad company 
is made up of thousands of items, comprising passenger 
fares and freight charges, and that expenditures are likewise 
made up of thousands of items. We are not aware of the 
intricacies of the vast machinery which handles the details 
of the gathering and expenditure of this money. In order 
that facts in connection with the procurement of equipment 
and plant, and the costs entailed in the rendering of 'specific 
classes of service, may be available for the management of 
the railroad, the investor interested in railroad securities, 
and the public, it is essential that a proper system of account- 
ing be employed. Only by means of a good accounting sys- 
tem can the relationship of the freight and passenger rates 
to the costs of operation and maintenance be determined. 

Organization 

In order that the position occupied by the accounting 
department in the railway organization may be imderstood, 
it is necessary to mention briefly the organization of the 
various other departments of a railroad. A large eastern 
railroad is organized departmentally as follows: executive, 
finance, operation and maintenance, passenger traffic, freight 
traffic, legal, purchasing, real estate, valuation, and account- 
ing. The organization of each department is in general as 
follows: The executive department consists of the president, 
vice-presidents in charge of one or more of the foregoing 
departments, and in addition other officers such as the sec- 
retary, treasurer, comptroller, purchasing agent, and general 
counsel. A vice-president is in charge of finance and cor- 
porate relations. He is assisted by a treasurer and a chief 
of corporate relations. The primary duties of this depart- 
ment center around the proper handling of cash, the issuance 
and retirement of securities, and the acquisition and consoli- 
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dation of affiliated companies. The vice-president in charge 
of the operation and maintenance department is assisted by 
a general manager, general superintendent of transportation, 
general superintendent of motive power, chief engineer of 
maintenance of way, and superintendent of telegraph and 
signals. This department, as can be readily seen from its 
organization, has charge of transportation, engineering, 
motive power, and rolling equipment. The passenger traffic 
department has, in addition to a vice-president, passenger 
traffic managers, general passenger agents, and district 
passenger agents. The organization of the department of 
freight traffic corresponds very closely to the passenger 
traffic department. The principal duties of the traffic 
departments are the soliciting of traffic and the preparation 
and filing of tariffs. The general counsel heads the legal 
department, which has jurisdiction over claims and other 
legal problems. His chief assistants are the general solicitors 
and district solicitors, general attorney, and chief claim 
agents. The purchasing department is controlled by a 
vice-president assisted by a general purchasing agent, stores 
manager, and other storekeepers. The vice-president in 
charge of real estate is assisted by real estate agents, who 
supervise the purchase, sale, and holdings of all real estate. 
The valuation department is directed by the valuation 
engineer, and is interested in bringing valuations of all prop- 
erties up to date. The valuation engineer works in close 
co-operation with the Interstate Commerce Commission. 
The accounting department is presided over by the comp- 
troller. His assistants are the auditor of disbursements, 
auditor of freight traffic, and auditor of passenger traffic. 

The Accounting Department and Its Function 

The volume of transactions handled by a railroad is 
enormous. It is important from an accounting standpoint 
that these transactions be accurately recorded. Therefore 
provision must be made for the proper reporting to a central 
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office of all transactions which take place at all points on the 
system. Further, the reports so received must be checked 
for errors and evidences of dishonesty. Upon the comple- 
tion of this checking or auditing work, summaries must be 
prepared prior to the actual entering of the transactions in 
the controlling financial records. Therefore, the work to be 
performed for and by the accounting department before 
operating and financial results can be ascertained consists, 
first, in the preparation and forwarding of reports showing 
revenues received or accrued at each station; second, in the 
checking or auditing of the reports so received; and, finally, 
in the summarization and recording in the books of original 
entry. The principal functions of the accounting depart- 
ment are to protect the revenues of the company and to 
determine whether all revenues which should be accoimted 
for have been properly recorded and whether all disburse- 
ments are made upon proper authority. Hence much of 
the work of* the accounting department is primarily con- 
cerned with auditing and bookkeeping. As the auditing 
work is performed prior to the bookkeeping, it will be well to 
discuss this phase of the accounting first. 

The greater portion of railroad transactions center around 
the receiving of revenues and the disbursements of cash. 
The auditing work performed can be divided as follows: 

(a) The auditing of freight revenues. 

(b) The auditing of passenger revenues. 

(c) The auditing of miscellaneous revenues. 

(d) The auditing of disbursements. 

The auditor of freight traffic audits the accounts with 
other railroads and determines what is owing to them and 
by them for interline freight traffic. He also charges the 
railroad station agents and other ^agents with the amounts 
they have collected or should collect on waybills prepared. 
The auditor of passenger traffic audits the agent^s reports, 
and the accounts with other railroads, and determines what 
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is owing to and by other railroads for passenger trafl&c so 
far as they relate to passenger or miscellanedns revenues. 
The auditor of disbursements audits all invoices and pay- 
rolls involving the expenditure of company funds. The 
detail duties performed by these officials will be described in 
the discussions that follow. 
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RAILROAD AUDITING 

The Auditing of Freight Revenue 

In order to explain properly the various steps in the ship- 
ment of goods by freight and the effect on the work of the 
accounting department, it will be necessary to outline the 
procedure from the time that goods are delivered to the rail- 
road by a shipper until the shipment reaches its destination. 
Upon the delivery of freight to a railroad for shipment, a bill 
of lading is made out in triplicate by the shipper. The bill of 
lading contains the name of the consignee, the destination, 
and a description of the commodity or commodities being 
transported. The bill of lading serves as a receipt to the 
shipper and as a contract binding the railroad to carry the 
goods subject to conditions printed on the back. The origi- 
nal is sent to the consignee; the shipping order, which is 
the second copy, is retained by the railroad; the memo- 
randiun, or third copy, is kept by the shipper. A waybill 
(Form LXXIII) is prepared by the freight agent from the 
shipping order. This is a form which is regularly niun- 
bered and dated, showing destination, name of shipper, 
name of consignee, description of freight, weight, rate, and 
amoimt of charges, separate columns being provided to 
show ‘whether charges are to be collected at destination 
or whether they have been prepaid. The waybill, like the 
bill of lading, is prepared in triplicate. One copy is sent 
to the auditor of freight traffic, one copy is retained by the 
issuing agent, and the third copy usually goes with the 
shipment to the station agent at the point of destination. 
In addition to a copy of the waybill of each shipment, daily 
reports of waybills received (Form LXXIV) and of waybills 
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forwarded (Form LXXV) are sent to the auditor of freight 
traffic by the agent of each freight station. These forms 
may be modified to meet the needs of the individual carrier. 
Separate reports of freight received and of freight for- 
warded are prepared for local and for interline shipments. 
Local shipments are shipments between two points on a 
company’s own line, whereas interline shipments are those 
hanied \)y two or more companies. These reports are 
summaries in columnar form of the information contained 
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Form LXXV 

DAILY REPORT OF WAYBILLS FORWARDED 


in the waybills. The reports of local waybills forwarded are 
checked against the reports of waybills received and those 
unaccounted for are investigated. The reports of interline 
waybills forwarded serve as checks on the foreign line 
returns of revenues due the railroad concerned. 

As each waybill forwarded should be received by the 
agent at destination in due course, it will be noted that two 
copies of each waybill are sent to the auditor of freight 
traffic; In the event that goods do not reach their destina- 
tion withih a reasonable time, a tracer is started for them. 
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Upon receipt of the waybills, the auditor inspects them care- 
fidly to see that they have been prepared properly, that the 
correct freight rate has been applied,, and that charges have 
been calculated correctly. In order to secure statistical 
information for report purposes, the waybills are sent to the 
tabulating division of the accounting department, where 
cards are punched for weight, freight, advances, prepay- 
ments, etc. When these cards have been tabulated, they 
should coincide in detail with the agents’ reports. 

It has been previously stated that waybills received are 
classified and reported to the auditor of freight traffic as 
either local waybills or interline waybills. The interline 
waybills received are next abstracted. An abstract may be 
defined as a summary of interline waybills received covering 
shipments originating at a given station on a foreign railroad 
and consigned to a given station on the destination railroad, 
over a particular route. 

As it is necessary to determine what part of the freight 
charges collected shall go to each railroad handling a given 
interline shipment, the abstracts (Form LXXVI) are sent to 
an interline bureau which determines the percentages due 
each line and notes them upon the abstract. These per- 
centages are indicated by regular interline tariffs or figured 
on a mileage or other basis as agreed upon by the carriers’ 
traffic departments. There may be an additional charge 
called an arbitrary or terminal allowance which accrues to 
the originating or terminal road or both. The percentages 
determined upon for each road are applied to the freight 
charges shown on each abstract, and the amoimt due to 
each road is determined. The abstracts are next sum- 
marized on division of revenue sheets (Form LXXyil). 
Separate division of revenue sheets are prepared for each 
line which is entitled to^a share of the freight charges col- 
lected. A number of division of revenue sheets may be 
necessary for one road. In this case a recapitulation of the 
division of revenue sheets would be prepared to determine 
the total amount due that road. It should be imderstood 
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that payments to other lines come from the line delivering 
the shipment, as it is/ customary for that line to collect 
the freight charges. Then, too, it is only the last carrier 
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which can be sure that final delivery has been made. For 
this reason, where prepayments are made, the final or 
delivering road will charge the originating road with the 
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entire amount of the prepayment and then will credit it and 
any intermediate roads with their share of ther freight rev- 
enue earned. A notification would' be sent to each road 
showing the amount to which it was entitled as indicated on 
the division of revenue sheets. This is known as a summary 
of interline accounts of freight received (Form LXXVIII). 
Similar summaries are received from foreign railroads show- 
ing revenue due on freight forwarded. The net amount due 
to or by each other railroad is determined. A monthly jour- 
nal entry is made which shows the net amounts due the 
accounting railroad as Traffic and Car Service Balances 
Receivable and the net amounts due others as Traflic and 
Car Service Balances Payable. 

As a result of the activity of the work of the auditor of 
freight traffic, many errors are brought to light and correc- 
tions must be made on local waybills, on agents^ reports, 
and on summaries of interline waybills. These errors are 
reported to those concerned and adjustments made during 
the ensuing month. 

Each agent, in addition to rendering daily reports of 
waybills received and of waybills forwarded, must keep a 
record of all cash received by him, a record of all amoimts 
due to the railroad because of credit extended to shippers 
whose names appear upon an authorized credit or accommo- 
dation list, and a record of all remittances made by him 
to the treasurer of the railroad. These records form the 
basis of daily or periodic reports rendered to the auditor 
showing the status of his accounts (Form LXXIX). The 
amounts due him by shippers to whom credit ^as been 
extended must be shown in detail in an accompanying state- 
ment. The audit of these reports is comparatively simple, 
as the amount chargeable against an agent is obtained from 
his daily waybill reports. Cash remittances are checked 
against the treasiurer’s report of remittances received from 
agents. Other amounts appearing on the agents’ daily or 
periodic balance sheet would have to be supported, by prop- 
erly authorized vouchers. From time to time traveling 
auditors visit the agencies to satisfy themselves 4is to the 
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accuracy of the agency records. The balance s^ets sent 
in by the agents as of the last day of the month are audited 
and become the subsidiary agents^ ledger. 
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The reports of waybills received and forwarded are sum- 
marized, furnishing the information enabling the auditor to 
make a monthly entry charging agents* control account and 
crediting revenue. Postings are made from the treasurer's 
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record for agents’ remittances received. The balance of the 
agents’ control account should be in agreement with the 
agents’ ledger. 

In connection with the reports submitted to the Inter- 
state Commerce Commission, a railroad must gather infor- 
mation concerning tonnage. Form LXXX is shown to indi- 
cate the tjTpe of report to be rendered; it pertains to freight 
commodity statistics. These statistics are built up by the 
tabulating division of the accounting department. 

Auditing of Passenger Revenue 

The amount collected for transportation in passenger 
cars between the various points on a railroad, imder pub- 
lished tariffs on file with the Interstate Commerce Commis- 
sion, is known as passenger revenue. The auditing of this 
revenue is usually handled by a separate department under 
the jurisdiction of the auditor of passenger traffic. This 
department is usually divided into a number of distinct 
units, dealing with local tickets, interline tickets, and with 
inter-divisional tickets. Accounting for passenger revenue 
is dependent upon tickets of various classes. Each class of 
ticket must be accounted for separately. A rigid control 
of the tickets and of the cash collected necessitates an 
efficient system of auditing in connection with passenger 
revenue. 

In order to discuss the auditing of passenger revenue, 
the procedure in connection with the sale of tickets must 
be considered. Tickets are sent to each agent, who is 
obliged to render reports showing tickets sold and tickets on 
hand. From these reports it is possible to determine when 
additional tickets shall be sent to the agent. When tickets 
are sent, an invoice accompanies them, and an entry is made 
in a ticket ledger charging the agent with the opening and 
closing numbers of each specific lot of tickets. Upon receipt 
of the tickets the agent signs the invoice and returns it to 
the auditor of passenger traffic. Tickets sold are credited 
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to the agent^s accounts in the ticket ledger. The auditor of 
passenger traffic knows definitely at all times how many 
tickets are on hand in each station. 

In addition to reports of local, interline, commutation, 
and other tickets sold, which are sent to the auditor of 
passenger traffic, every agent must forward reports of cash 
receipts to the treasurer. In order to prep^are these reports 
properly, each agent must maintain records showing all 
tickets in his possession, sales records showing tickets sold, 
and cash records showing money received and remittances 
made direct or deposited in local banking institutions. 
Agents generally are obliged to send reports daily or period- 
ically to the auditor of passenger traffic showing the revenue 
from passenger traffic. Ticket agents are also required to 
report monthly all ticket sales and cash remittances. Sales 
of local, interline, commutation, and other tickets must be 
reported on separate blanks. Form LXXXI is illustrative 
of the type of report required. Similar reports would be 
rendered monthly for round-trip tickets, excursion tickets, 
commutation tickets, etc. The passenger agents^ reports 
are checked for errors by the auditor of passenger traffic, 
who must see that proper fares are reported. Summaries of 
all passenger agents^ reports are prepared and are used as a 
basis for charging the agents and crediting passenger earn- 
ings. Miscellaneous revenues collected by the agents from 
parcel rooms, vending and weighing machines, traveler’s 
insurance, etc., will be reported separately by the agents, 
and are then summarized to determine the credits to the 
m^cellaneous revenue accounts.* Remittances made to the 
treasured by each agent are credited to his accoimt. In 
auditing the agents’ reports, care must be exercised to see 
that all tickets sold are properly accounted for and amounts 
due from the agents are properly extended. These results 
can be accomplished by checking tickets collected by con- 
ductors against the agents’ reports of tickets sold. In this 
way any tickets sold out of numerical order will be brought 
to the attention of the passenger auditor. 
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Conductors’ Ticket Collections 

When tickets are collec^ted by conductors, they are 
entered on a conductor’s report and forwarded to the 
auditor’s office, where they are distributed according to their 
class and point of issue and checked against the reports of 
the agent selling them. This process is a safeguard in that 
it insures a report from the agents of all tickets sold. ' 

Conductors’ Cash Collections 

In addition to the revenue obtained from the sale of 
tickets at stations, cash collections are made by conductors 
upon trains from passengers who are unable to< purchase 
tickets at stations. Upon a form known as a duplex cash- 
fare slip the conductor indicates by punch marks the stations 
between which the passenger is traveling. At the end of 
the day the conductor must render a report of duplex slips 
issued and cash collected. These slips are audited, and the 
amount due from the conductor is determined. 

The audit of these slips is less satisfactory than the 
audit of tickets sold at stations, because of the dependence 
of the railroad company on the honesty of the conductor. 
It does, however, furnish sufficient information to enable 
the auditor of passenger revenue to determine the charges 
to be made against the conductors on account of cash 
received. The offsetting credit will be passenger revenue. 

Another check, in addition to those ^xercised by the 
general office over the reports of the station agents, is that 
of the traveling auditor. It is the duty of this person to 
make periodic examinations of the accounts of all ticket 
agents to see that records are being kept in the manner 
prescribed by the central office, and to make certain that 
r^orts rendered reveal accurately all ticket sales. 

Auditing of Miscellaneous Revenue 

Although the principal somces of a railroad’s revenue are 
freight and passenger earnings, some other sources of revenue 
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are very important. For example, receipts fipm express, 
mail, telegraph, telephone, excess baggage, nailk traffic, 
sleeping cars, and switching services belong to this group. 
Express revenue is usually based upon the receipts of the 
express company operating over the railroad. The auditing 
or verification of this revenue is generally conducted by an 
independent organization acting for all railroads over which 
the express company operates under contract. A monthly 
journal entry is made debiting the express company and 
crediting express earnings. Mail revenue represents the 
earnings from the transportation of mails for the Govern- 
ment. The two most important factors to be taken into 
consideration in determining mail-carrying charges are dis- 
tance and space allotted in railway cars. The United States 
Government, through the Post Office Department, fixes the 
scale of charges. It is necessary to make a journal entry 
each month charging the Post Office Department and credit- 
ing mail revenues. Telegraph and telephone commissions 
arise through contracts made by the railroad company with 
the telegraph and telephone companies respectively. These 
revenues, likewise, are entered upon the books monthly by 
charging the companies and crediting telegraph and tele- 
phone earnings. The auditing of revenue from excess bag- 
gage, sleeping cars, switching, etc., involves the checking of 
reports rendered by the railroad employees who have charge 
of the collection of revenues from these sources. The audi- 
tor of passenger revenue also audits the reports in connec- 
tion with the operation of dining cars. The stewards’ 
reports are checked against copies of meal tickets and menus. 
Again, journal entries must he made monthly crediting the 
respective revenue accounts and charging pej'sons, depart- 
ments, and companies for services rendered. 

/ 

Apportionment of Passenger Revenue 

An important function performed by the office of the 
auditor of passenger traffic is the analysis of the reports 
received monthly from the ticket agents. Since tickets sold 
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often include the transportation of passengers over the roads 
of other companies as well as over the home road, it is essen- 
tial that the earnings from such sales be apportioned among 
the roads concerned. These revenues are divided on the 
basis of agreements between railroads. Usually the fares 
over each line form the basis although mileage over each 
line or other factors may be used. It is the auditor's duty 
to see that the rates employed are in accordance with those 
filed. When the amounts due each foreign road are deter- 
mined, they are placed upon a division of passenger earnings 
sheet. This sheet is similar to the one used for the division 
of freight earnings. 

Once 'a month the railroad company forwards a state- 
ment to the foreign roads setting forth tickets sold by the 
home company and the proportion of earnings due them for 
the month. If unusual service has been rendered, for exam- 
ple, in connection with the use of terminals, a constructive 
mileage basis is used. Journal entries are made to charge 
passenger agents and to credit passenger earnings with the 
sale of tickets during the month; and then passenger earn- 
ings must be debited and foreign roads and constituent com- 
panies credited with the amounts due as set forth on the 
division of earnings sheets. 

Each passenger agent forwards to the auditor of passen- 
ger traffic a monthly balance sheet (Form LXXXII). The 
agents’ reports of ticket sales by classes are compared with 
the agents’ balance sheets. Remittances received by the 
treasurer from the agents are also checked against the bal- 
ance sheet of the agents. Discrepancies between the agents’ 
figures and the auditor’s proof are investigated and adjusted. 
Any agent who combines freight and passenger duties for- 
wards the balance sheet previously discussed (Form LXXIX) 
to the auditor of freight traffic. The auditor of freight 
traffic then forwards data relative to passenger activities to 
the auditor of passenger traffic. Amounts owing by agents 
can be secured by combining the balances due by freight 
agents and by passenger agents. This information is ob- 
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tained from the agents' balance sheets rendered the respec- 
tive auditors. 

Auditing of Disbursements 

The auditor^ of disbursements is responsible directly for 
accoimts payable covering materials, payrolls, and other 
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AGENT’S MONTHLY BALANCE S^IEET 

items. Expenditures by the treasurer for materials, pay- 
rolls, and other services rendered are made only upon prop- 
erly approved documents previously audited by the auditor 
of disbursements. Supervision is exercised over all dis- 
bursement accounting, including disbursements which may 
be made by employees other, than the treasurer. 
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No standard practices were observed in the early days of 
railroad operation with respect to disbursement accounting. 
The Interstate Commerce Commission later was given power 
over the method of accounting to be followed by railroads. 
An accoimt classification has been provided, and regulations 
relative to the accounts, are issued from time to time. These 
require that each railroad carefully distinguish between oper- 
ating and capital expenditures. The bulk of the expendi- 
tures of a railroad are made for operating purposes. Fur- 
ther it may be stated that, of the operating expenses, mate- 
rial and labor represent the outstanding items. 

Material 

Purchases of material originate in requisitions on the 
purchasing agent by the respective department heads. 
Before an order is placed, stores on hand at various locations 
are examined to determine whether an excess exists. Such 
excess may obviate the necessity of ordering, involving only 
a movement from one point on the railroad line to another. 
If a purchase is necessary, an order is issued by the pur- 
chasing agent and sent to the prospective vendor, often 
accompanied by a standardized form of invoice. The invoice 
for material delivered is forwarded by the vendor to the 
auditor of disbursements, and the material is shipped to 
the storeroom where needed. All invoices must be checked 
for quantities, prices, extensions, and receipt of material. 
After checking is completed, the invoice is ordered paid by 
the auditor. All materials purchased are charged to the 
materials and supplies controlling account. Materials 
consumed during the month are reported by the various 
storekeepers and summarized on monthly reports (Form 
LXXXIII). The purpose of these reports is to classify 
the material used under the appropriate operating expense 
or road and equipment accoimts, as required by the Inter- 
state Commerce Commission. The primary operating ex- 
pense accounts of a railroad are not placed in the general 
ledger but are grouped under the eight general heads set 
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forth in the discussion of account classification shown in 
the next chapter. The details of these ac9ounts are set 
forth on distribution sheets or carried in subsidiary ledgers. 
Posting and closing of the general ledger are thus made pos- 
sible without the necessity of posting to numerous detailed 
operating expense accounts. These detailed accounts, how- 
ever, are important and appear in the annual reports. 

Labor 

Employees of a railroad generally are paid semi-monthly. 
Payroll sheets setting forth the name, hours or days worked, 
base rate, and total due each employee are prepared in the 
office of each department head. The arrangement of the 
data on the payroll sheets is in accordance with a prescribed 
classification. After the sheets are checked they are ap- 
proved by the department head and forwarded to the office 
of the auditor of disbursements. It is the duty of the 
auditor to verify all figures and names by reference to sheets 
of the previous period and especially to see that the payrolls 
have been signed by the proper persons. It should be stated 
that attached to each payroll sheet received by the auditor is 
a statement, called the distribution of labor sheet (Form 
LXXXIV), distributing the items among the prescribed 
expense accounts. When there is a question as to the allo- 
cation of particular items, the auditor’s office is called upon 
to determine the classification. When the payrolls have 
been approved as correct, they are signed by the auditor 
and forwarded to the office of the treasurer. 

The payroll charges are assembled, classified, and sum- 
marized in a manner similar to that described for materials. 
From this summary, entries are made and posted to the 
general ledger, debiting each general operating expense 
account and crediting audited accounts and wages payable. 

Payments are made to the employees either by check 
or in cash. In the former instance, charges for all checks 
paid and returned by the banks are made to special accounts; 
in the latter case, charges are made to the payroll officers 
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to whom the cash has been given; the accounts of the payroll 
officers are credited with all payments to the employees. 

Other Disbursements * 

In addition to material and payroll disbursements, 
vouchers are issued for many other purposes, such as elec- 
trical services, other services, settlements with other rail- 
roads, redemption of tickets, claim settlements, taxes, rent- 
als, pensions, payments to contractors, etc. Supporting 
bills are approved by departmental executives and forwarded 
to the auditor of disbursements. The procedure of auditing 
is similar to that for payroll vouchers. 

Many disbursements made are charged to operating 
expenses or to road and equipment and subsequently ad- 
justed. Agreements exist between the railroad on the one 
hand, and an individual or company on the other, whereby 
such individual or company agrees to reimburse the railroad 
for some part of the expense incurred. Bills are prepared 
for the amount, accurately checked, and forwarded to the 
debtor, entries thereof being made charging accounts 
receivable and crediting operating expenses or road and 
equipment. For example, such adjustments arise in those 
instances in which a railroad repairs a joint facility or 
places rolling stock of another road in condition, expendi- 
tures incurred being charged to operating expenses. These 
accounts are subsequently credited when the individual or 
company is billed for its proportionate share. 

Capital Accotmts 

Other disbursements not represented by operating 
expense accoimts are those disbiu-sements classified as 
capital accounts. These are called *^road and equipment 
accounts and classified under three main headings: road, 
equipment, and general expenditures. Expenditures con- 
sequent upon additions and betterments to the property 
in the form of additional buildings or equipment, are prop- 
erly ch^geable as capital expenditures, and the distinction 
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between renewals, which are chargeable^ to expenses, and 
actual additions, must be carefully observed. Since unwar- 
ranted charges to additions and betterments^’ increase 
the net results from operation, a most careful study of ex- 
penditmes is necessary. 

There may be differences of opinion as to the proper 
basis for the division of expense and capital items, but con- 
servative action requires that part of each year’s earnings 
be used for betterments. It has been suggested that a solu- 
tion of the problem of the treatment of such charges for 
betterments is to be found in a coniprehensive profit and 
loss account as distinguished from an income account. 
Such treatment is far preferable to that of including such 
charges in current expense accounts; the net earning capac- 
ity of a road, allowing for normal expenditures for main- 
tenance, should be stated, and betterments should not be 
included as ordinary operating expenses. 

That there may be no doubt as to the charges to capital 
accounts, the Interstate Commerce Commission has covered 
all imusual costs with the following: 

^‘When the consideration given for the purchase or the 
improvement of property the cost of which is chargeable to 
the accounts of this classification is other than money, the 
money value of the consideration at the time of the transac- 
tion shall be charged to these accounts, and the actual con- 
sideration shall be described in the record in sufficient detail 
to identify it. The carrier shall be prepared to furnish the 
commission, upon demand, the particulars of the actual 
cash value of the consideration if other than money.” ' 

Retirements and Abandonments of Property 

Proper accounting for property retired has not until 
comparatively recent times received the attention which it 
deserves. But the Interstate Commerce Commission, while 
ascertaining the physical value of railroad properties, sought 

^ Interstate Commerce Commission, pamphlet, ^'Classification of Invest- 
ment in Road and Equipment of Steam l^ads,” page 10. 
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to prescribe uniform methods of accoimting for changes in 
the physical properties of all carriers. It was at one time 
the practice to disregard retirements of property, with the 
possible exception of equipment, so far as the accounting 
records were concerned. At the present time, when prop- 
erty is retired and replaced the practice is to credit the ledger 
value of such property to the investment account and con- 
currently the proper operating expense accounts are charged 
wit^ the difference between the ledger value and the sum of 
the accrued depreciation, if any, plus the value of salvage 
recovered. 

The value of the new property replacing that retired will 
be charged either to road or equipment at the prices prevail- 
ing at the time of replacement. This treatment of the 
accounts relates exclusively to property retired and replaced. 
Where property is retired and not replaced, the appropriate 
investment accoimt is credited with the ledger value thereof 
and profit and loss accoimt is charged with such value less 
accrued depreciation and salvage, k charge to operating 
expenses is entirely different from a charge to profit and 
loss, since the profit and loss accounts of a railroad are in 
reality surplus accounts, whereas operating expense accounts 
are charges against income. 

If accurate records are not kept of all retirements, it will 
readily be understood that the investment accounts might 
be overstated by the amounts originally included therein 
to cover property retired, since the cost of new property 
acquired to replace that retired is also charged to the invest- 
ment accoimt. 

Joint Facility Accounts 

An interesting feature of railway disbursement account- 
ing is the treatment of joint facility accounts. Tracks, 
yards, stations, and other facilities regularly controlled by 
one carrier but used by one or more other carriers are cov- 
ered by these accounts. Reference to the classification of 
accoimts shown in the following chapters will reveal three 
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types of joint facility accounts. Under the primary accounts 
for operating revenues will be found two joint* facility ac- 
counts. In the group of primary accounts for operating 
expenses will be found additional joint facility accoimts. In 
the income group of accounts as distinguished from operat- 
ing revenues and expenses appear accounts for joint facility 
rent income and joint facility rents. 

The modern agreement for the joint use of a facility calls 
for a rental based upon 100 per cent valuation of the facility 
to be used, and upon the extent of the usage thereof. Thus 
if a road was to use 40 per cent of the capacity of a terminal, 
the rental would be based upon 40 per cent of the value of 
such terminal. This basic rental would be credited to the 
joint facility rent income account of the company collecting 
such rents, and charged to the joint facility rents account 
by the company paying such rental. A railroad company 
may pay joint facility rents as well as receive them. 

Since a tenant company pays on the basis of 100 per cent 
of the valuation of the joint facility, under the usual agree- 
ment, it is entitled to its proportion of the non-transportation 
revenue derived from the use of such joint facility. The 
amounts involved would be debited and/or credited to the 
joint facility accounts under the primary accoimts for 
operating revenues. 

The basic rental paid for the use of a joint facility is sup- 
plemented by additional charges to cover operating expenses 
applicable to the joint facility, together with a portion of 
the taxes thereon. The controlling carrier charges to the 
proper primary accounts in its operating expenses the cost 
of maintenance and operation, and charges the other users 
of the facilities such amounts as may be agreed upon; it 
credits the amounts so charged to other users, to special 
joint facility credit accounts established for the purpose and 
included as primary accounts in operating expenses. The 
object of this method of accounting being to preserve the 
integrity of the operating costs, the controlling carrier 
includes the total costs in its operating expenses. Since 
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the controlling carrier includes total costs in its primary 
accounts, and provides for. the credit representing amounts 
charged joint users of the facilities by establishing special 
joint facility credit accounts, it follows that the joint users 
must charge such costs as they become liable for, to special 
joint facility debit accounts, which are likewise established 
as primary accoimts in operating expenses. If therefore the 
credits made in the first instance by the controlling carrier 
and the debits made by the joint users have been correctly 
entered, the joint facility debit and credit accounts of all the 
carriers taken as a whole will balance. 

Before these accounts were prescribed by the Interstate 
Commerce Commission there was no uniformity of treat- 
ment, one carrier crediting expenses with its charges against 
others, another carrier crediting revenue. Another plan 
used provided that the appropriate primary accounts be 
charged and credited by the controlling carrier, and that 
the joint user charge its share to the appropriate primary 
operating expense accoxmt. 
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CLASSIFICATION OF ACCOUNTS 

The Interstate Commerce Commission has prescribed a 
system of accoimting for railroads engaged in interstate 
commerce, and has, through its classification of accounts 
laid the basis for uniform railroad accounting. In order 
that the work of a railroad’s Bookkeeping Department may 
be understood, the classification of accounts must be con- 
sidered, It will be seen that the arrangement consists of 
four groups, revenue, expenditures, assets, and liabilities. 
Before any accounting records can be made, the numerous 
transactions involved must be analysed and placed in their 
proper groups. 

Subdivision of Railway Operating Revenues 

The Interstate Commerce Commission has established 
four general accounts under which “ Railway Operating 
Revenues ” shall be divided. They are; 

GENERAL ACCOUNTS 

I. Transportation — Rail line 

II. Transportation — Water line 

III. Incidental 

IV. Joint Facility 

PRIMARY ACCOUNTS 

1. Transportation — ^Rail Line 

101. Freight 

102. Passenger 

103. Excess baggage 
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104. Sleeping car 

105. Parlor and chair car 

106. Mail 

107. Express 

108. Other passenger train 

109. Milk 

110. Sjvitching 

113. Water transfers — Freight 

114. Water transfers— Passenger 

115. Water transfers — Vehicles and live stock 

116. Water transfers— Other 

n. Transportation — ^WaterLine: 

121. Freight 

122. Passenger 

123. Excess baggage 

124. Other passenger service 

125. Mail 

126. Express 

127. Special service 

128. Other 

m. Incidental: 

131. Dining and buffet 

132. Hotel and restamrant 

133. Station, train, and boat privileges 

134. Parcel room 

135. Storage-^-Freight 

136. Storage — Baggage 

137. Demurrage 

138. Telegraph and telephone 

139. Grain elevator 

140. Stockyard 

141. Power 

142. Rents of buildings and other property 

143. Miscellaneous 
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IV. Joint Facility 

161. Joint facility — Cr. 

162. Joint facility — Dr. 

Subdivision of General Operating Ei^ense Accounts 

The operating expenses constitute the major portion of 
a road^s disbursements. These expenses are classified by 
the commission into eight general accounts; 

I. Maintenance of Way and Structures 

II. Maintenance of Equipment 

III. Traffic 

rV. Transportation — Rail line 

V. Transportation — ^Water'tne 

VI. Miscellaneous operations 

VII. General 

VIII. Transportation for Investment — Cr. 

The purpose of the above classification is not so much to 
insure that each expense shall be put in its proper account 
as it is to avoid the evils of overcapitalization, which result 
from charging to the capital account expenses which are not 
capital expenditures. 

Each of the general accoimts is divided into a number 
of primary accounts. 

PRIMARY ACCOUNTS 

1. Maintenance of Way and Structures: 

201. Superintendence 

202. Roadway maintenance 

203. Roadway — Depreciation 

204. Underground power tubes 

206. Underground power tubes — Depreciation 

206. Tunnels and subways 

207. Tunnels and subways — Depreciation 

208. Bridges, trestles, and culverts 

209. Bridges, trestles, and culverts — Depreciation 
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210. Elevated structures 

211. Elevated structures — Depreciation 

212. Ties 

213. Ties — Depreciation 

214. Rails 

215. Rails — Depreciation 

216. Other track material 

217. Other track material — ^Depreciation 

218. Ballast 

219. Ballast — ^Depreciation 

220. Track laying and surfacing 

221. Fences, snow sheds, and signs 

222. Fences, snow sheds, and signs — Depreciation 

227. Station and office buildings 

228. Station and office buildings — Depreciation 

229. Roadway buildings 

230. Roadway buildings — Depreciation 

231. Water stations 

232. Water stations — Depreciation 

233. Fuel stations 

234. Fuel stations — ^Depreciation 

235. Shops and enginehouses 

236. Shops and enginehouses — Depreciation 

237. Grain elevators 

238. Grain elevators — ^Depreciation 

239. Storage warehouses 

240. Storage warehouses — Depreciation 

241. Wharves and docks 

242. Wharves and docks — Depreciation 

243. Coal and ore wharves 

244. Coal and ore wharves — Depreciation 

245. Gas-producing plants 

246. Gas-producing plants — Depreciation 

247. Telegraph and telephone lines 

248. Telegraph and telephone lines — Depreciation 

249. Signals and interlockers 

250. Signals and interlockers — ^Depreciation 
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253. Power plants 

254. Power plants — Depreciation 

257. Power transmission systems 

258. Power transmissions systems — Depreciation 

265. Miscellaneous structures 

266. Miscellaneous structures — Depreciation 

269. Roadway machines 

270. Roadway machines — Depreciation 

271. Small tools and supplies 

272. Removing snow, ice, and sand. 

273. Public improvements — Maintenance 

274. Injuries to persons 

275. Insurance 

276. Stationery and printing 

277. Other expenses 

278. Maintaining joint tracks, yards, and other facil- 
ities — Dr. 

279. Maintaining joint tracks, yards, and other facil- 
[ ities — Cr. 

280i Equalization — ^Way and Structures 
281. Right of way — ^Expenses 

n. Maintenance of Equipment: 

301. Superintendence 

302. Shop machinery 

303. Shop machinery — Depreciation 

304. Power plant machinery 

305. Power plant machinery — Depreciation 
308. Steam locomotives — Repairs 

311. Other locomotives — Repairs 
314. Freight-train cars — Repairs 
317. Passenger-train cars — Repairs 
323. Floating equipment — ^Repairs 
326. Work equipment — ^Repairs 

328. Miscellaneous equipment — ^Repairs 

329. Equipment — ^Retirements 

330. Extraordinary retirements — ^Equipment 
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331. Equipment — Depreciation 

332. Injuries to persons 

333. Insurance 

334. Stationery and printing 

335. Other expenses 

336. Maintaining joint equipment — Dr. 

337. Maintaining joint equipment — Cr. 

338. Equalization — ^Equipment 

m. Traffic: 

351. Superintendence 

352. Outside agencies 

353. Advertising 

354. Traffic associations 

355. Fast freight lines 

356. Industrial and immigration bureaus 

357. Insurance 

358. Stationery and printing 

359. Other expenses. 

IV. Transportation — ^Rail Line : 

371. Superintendence 

372. Dispatching trains 

373. Station employees 

374. Weighing, inspection, and demurrage bureaus 

375. Coal and ore wharves 

376. Station supplies and expenses 

377. Yardmasters and yard clerks 

378. Yard conductors and brakemen 

379. Yard switch and signal tenders 

380. Yard enginemen 

381. Yard motormeU 

382. Yard switching fuel 

383. Yard switching power produced 

384. Yard switching power purchased 
385. , Water for yard locomotives 

386. Lubricants for yard locomotives 

387. Other supplies for yard locomotives 
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388. Enginehouse expenses — ^Yard 

389. Yard supplies and expenses 

390. Operating joint yards and tenpinals — Dr. 

391. Operating joint yards and terminals — Cr. 

392. Train enginemen 

393. Train motoisnen 

394. Train fuel 

395. Train power produced 

396. Train power purchased 

397. Water for train locomotives 

398. Lubricants for train locomotives 
399.. Other supplies for train locomotives 

400. Enginehouse expenses — Train 

401. Trainmen 

402. Train supplies and expenses 

403. Operating sleeping cars - 

404. Signal and interlocker operation 

405. Crossing protection 

406. Drawbridge operation 

407. Telegraph and telephone operation 

408. Operating floating equipment 

409. Express service 

410. Stationery and printing 

411. Other expenses 

412. Operating joint tracks and facilities — ^Dr. 

413. Operating joint tracks and facilities — Cr. 

414. Insurance 

415. Clearing wrecks 

416. Damage to property 

417. Damage to livestock on right of way 

418. Loss and damage — ^Freight 

419. Loss and damage — ^Baggage 

420. Injiuies to persons 

V. Transportation — ^WaterLine: 

431. Operation of vessels 

432. Operation of terminals 

433. Incidental 
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VI. Miscellaneous Operations: 

441. Dining and buffet service 

442. Hotels and restainrants 

443. Grain elevators 

444. Stockyards 

445. Producing power sold 

446. Other miscellaneous operations 

Vn. General: 

451. Salaries and expenses of general officers 

452. Salaries and expenses of clerks and attendants 

453. General office supplies and expenses 

454. Law expenses 

455. Insurance 

456. Relief department expenses 

457. Pensions 

458. Stationery and printing 

459. Valuation expenses 

460. Other expenses 

461. General joint facilities — Dr. 

462. General joint facilities — Cr. 

Vin. Transportation for Investment — Cr. : 

This account shall include fair allowances representing 
the expense to the carrier of transporting, on transporta- 
tion trains, men engaged in and material for construction. 
Amoimts credited to this account shall be concurrently 
charged to the appropriate property investment accounts. 

CAPITAL ACCOUNT 

The Commission has established three general capital 
accounts: 

1. Road 

2. Equipment 

3. General Expenditures 

Each of these general accounts is composed of a number 
of primary accounts, as follows: 
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I. Road: 

1. Engineering 

2. Land for transportation purposes 
2|. Other right-of-way expenditures 

3. Grading 

4. Underground power, tubes 

5. Tunnels and subways 

6. Bridges, trestles, and culverts 

7. Elevated structures 

8. Ties 

9. Rails 

10. Other track material 

11. Ballast 

12. Track laying and surfacing 

13. Fences, snowsheds, and signs 

16. Station and office buildings 

17. Roadway buildings 

18. Water stations 

19. Fuel stations 

20. Shops and enginehouses 

21. Grain elevators 

22. Storage warehouses 

23. Wharves and docks 

24. Coal and ore wharves 

25. Gas-producing plants 

26. Telegraph and telephone lines 

27. Signals and interlockers 
29. Power plants 

31. Power transmission systems 
35. Miscellaneous structures 

37. Roadway machines 

38. Roadway small tools 

39. Public improvements — Construction 

40. Revenues and operating expenses diu'ing con- 
struction ^ 

41. Cost of road purchased 

42. Reconstruction of road purchased 
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43. Other expenditures — Road 

44. Shop machinery 

45. Power plant machinery 

47. Unapplied construction material and supplies. 

n. Equipment: 

51. Steam locomotives 

52. Other locomotives 

53. Freight-train cars 

54. Passenger-train cars 

56. Floating equipment 

57. Work equipment 

58. Miscellaneous equipment 

m. General Expenditures : 

71. Organization expenses 

72. General officers and clerks 

73. Law 

74. Stationery and printing 

75. Taxes 

76. Interest during construction 

77. Other expenditures — General 

Detailed instructions pertaining to the charges and 
credits to be made in the above accounts can be obtained by 
referring to the pamphlets and orders on the classification of 
operating revenues and operating expenses and the classifica- 
tion of investment in road and equipment issued by the 
Interstate Commerce Commission. 
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General Books 

With respect to general railroad bookkeeping, it is desir- 
able to treat all transactions in a comprehensive way and 
yet without the detail appearing in the general books. The 
success of railroad accoimtants in minimizing general ledger 
detail is becoming generally recognized, and similar methods 
are being adopted by other corporation accountants. 

The books generally employed.are: 

1. Cash Book. 

2. General Ledger. 

3. Bill Register. 

4. Individuals^ and Companies^ Ledger. 

5/ Vouchers Payable Register. 

6. Journal. 

Cash Book 

The Cash Book, built up from daily cash sheets and 
jointly used by the treasurer and the comptroller, is ruled 
to meet specific conditions. The debit side has the usual 
spaces for dates, and names, and columns to classify the 
receipts as to their nature. It would be impracticable to 
keep General Ledger accounts for all persons from whom a 
railroad company receives money, or to whom it makes 
payments. The Cash Book (Form LXXXV), therefore, 
need be divided into only a few columns on the debit and 
credit sides. The treasurer is governed in using these col- 
umns by the nature of the receipt or disbmsement. 

375 




CASH BOOK 





















INDIVIDUALS* AND COMPANIES* LEDGER 377 

General Ledger 

The totals of the Cash Book are transferred monthly to 
the General Ledger; the aggregate amount received from 
individuals and companies is credited to the account entitled 
Individuals and Companies, the aggregate amount received 
from agents is credited to the account entitled Agents’ and 
Conductors’ Balances, and so on — totals only being posted 
in the General Ledger. It should be understood that the 
total amount of cash received during a month is debited to 
the cash account in the General Ledger and credited in total 
as above indicated to the several accoimts named. The 
same method is followed in dealing with the credit side: the 
total amount of cash disbursed is credited to the General 
Ledger account Cash, and the total of the audited voucher 
column in the Cash Book is charged to the General Ledger 
account Audited Vouchers Payable; any other payments 
entered in the miscellaneous columns of the Cash Book are 
charged *to the proper General Ledger accounts. Thus the 
Cash Book entries may be posted in the General Ledger in 
totals direct from the Cash Book, or they may be posted 
through the medium of the Journal. 

Bill Register 

The Bill Register (Form LXXXVI) takes care of all 
detail with respect to bills rendered by the railroad. It is 
a book in which are recorded all bills rendered, and shows 
name of debtor, date and amount of biU, etc. The General 
Ledger account Individuals and Companies is debited each 
month with the total amount of bills rendered. 

f 

Individuals’ and Companies’ Ledger 

This is a suMedger, corresponding to the accounts 
receivable ledger in commercial bookkeeping, in which an 
account is kept with each debtor; the amount of each bill 
is charged to each debtor and the amount of each payment 
is credited* 
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It will be seen that the controlling account of this ledger 
in the General Ledger is Individuals and Companies. It 
has been noted that the general ledger accoimt Individuals 
and Companies is charged monthly with the total of all bills 
rendered by the railroad; this accoimt is credited with the 
total cash received from such debtors monthly. The Indi- 
viduals’ and Companies’ Ledger carries the account of each 
debtor, both charges and payments; hence the sum of the 
charges to the accounts in the Individuals’ and Companies’ 
Ledger is the total of the amounts posted from the Bill 
Register to the debit side of the General Ledger account 
Individuals and Companies, and the sums of the amounts 
credited in the Individuals’ and Companies’ Ledger is the 
amount posted from the Cash Book to the credit of the 
General Ledger account Individuals and Companies. There- 
fore, a trial balance of the Individuals’ and Companies’ 
Ledger at the close of each month must equal the balance 
of the General Ledger account Individuals and Companies. 
The desirable feature of this system is that it permits of a 
statement of General Ledger accounts without the delay 
inevitable when all details are posted to the General Ledger. 


Vouchers Payable Register 

Audited Vouchers Payable is the title of the General 
Ledger account showing what the railroad owes for bills 
audited and approved; the total amoimt is shown by the 
Vouchers Payable Register (Form LXXXVII), a book de- 
signed to show name of creditor, or payee, and date and 
amount of bill. The total of all bills entered in the register 
is credited each month to the General Ledger account 
Audited Vouchers Payable, and the total amount paid, as 
shown by the column headed Audited Vouchers Payable in 
the Cash Book, is charged to the same General Ledger 
account. The details appear in the Vouchers Payable 
Register, and no sub-ledger is used for accouhts payable 
as the register shows the amounts impaid. A summary of 
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these amounts must agree with the balance of the General 
Ledger account. 

Journal 

The system of accounting of a railroad company has 
been developed with a view to localizing detail in subsidiary 
ledgers and thereby reducing it to a minimum in the General 
Ledger. Through the use of the Journal, the totals entering 
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into the subsidiary records are summarized and posted 
monthly to the General Ledger. In order to make clear 
the nature of the summary entries that are rendered to the 
comptroller’s office at the end of each month, a number of 
typical journal entries, together with the explanations and 
the sources of the entries, are given: 
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Month or 

Maintenance of Way and Structures 

Maintenance of Equipment 

Traffic 

Transportation Rail Line 

Transportation Water Line 

Miscellaneous Operations 

General Expenses 

Road and Equipment 

Individuals and Companies 

Qearing Account 


Payroll... $ 

For distribution of payrolls as report^ for month of 19. . . 


Maintenance of Way and Structures $ 

Maintenance of Equipment 

Traffic 

Transportation Rail Line 

Transportation Water Line *. 

Miscellaneous Operations 

Road and Equipment 

Individuals and Companies 

Clearing account 

Materials and Supplies $ 

For value of material consumed during the month of 19. . . 

Maintenance of Way and Structures $ 

Maintenance of Equipment 

Traffic 

Transportation Rail Line 

Transportation Water Line 

Miscellaneous Operations * 

Road and Equipment 

Individuals and Companies 

Clearing Account , 

Equipment Trust Obligations Matured 

Interest on Equipment Trust Obligations 

Rentals for Leas^ Roads 

Taxes 

Preliminary Surveys ; 

Reimbursement — ^Account of Sidings 

Audited Accounts and Wages Payable $ 

For amount of disbursements by vouchers as reported for the month of 
19 
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Pa3nrolb $ 

Pay Drafts $. 

Pay Orders 


Individuals and Companies 


For amount of pay drafts and orders issued during the month of 


19. 


Signed: 


AudUcr of DUburaements. 


Agents and Conductors $ 

Individuals and Companies 

Traffic and Car Service Balances Receivable 

Clearing Account 

Other Miscellaneous Debits ^ 

Freight Revenues $. 

Individuals and Companies 

Traffic and Car Service Balances Payable 

Other Miscellaneous Credits 


For distribution of agents' and conductors' reports, interline accounts 
received from foreign roads and individuals and companies' bills for freight 

traffic for month of 19 

Signed: 

Auditor of Freight Trajfta 

Agents and Conductors $ 

Individuals and Companies 

Traffic and Car Service Balances Receivable 

Other Miscellaneous Debits 

Passenger Revenues $ 

Miscellaneous Revenues 

Individuals and Companies 

Traffic and Car Service Balances Payable 

Clearing Account 

Other Miscellaneous Credits 

Distribution of agents' and conductors' reports, interline accounts received 
from foreign roads, and individuals and companies' bills covering passenger, 
baggage, mail, express, etc., for month of 19 


Signed: 

Auditor of Passenger Traffic. 
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Taxes $ 

Taxes Accrued $ 

For estimated amount of taxes accrued such as capital stock, real estate, 
federal income, franchise, etc., for month of 19 

Interest on Funded Debt $ 

Interest Accrued on Funded Debt $ 


For amount of interest accrued on funded debt of the company for month 
of 19. .. 


Sinking Fund Appropriations. . . .; 

Sinking Fund Appropriations Accrued 

For accrual for the month of 

payable in month of 19. . . . 

Interest on Unfunded Debt 

Interest Payable Accrued 



for sinking fund amount 


For amount of interest accrued on unfunded debt for month of 
19 


Interest Receivable Accrued $ 

Income from Unfunded Accoimts $. 


Interest accrued on accounts on which interest is received month of 


19. 


Signed: 


Comptroller. 


Postings are also made to the general ledger accounts 
from the treasurer’s daily cash sheets and from the summary 
cash book. Thus agents’ and conductors’ accounts receive 
credits from these sources for remittances made; vouchers 
payable would be debited for the total of cash disbursed in 
payment of vouchers payable, etc. 

The clearing accounts shown in the journal entries above 
represent amounts which could not be charged to expenses 
or other accoimts at the time, owing to lack of proper data. 
These amounts will be cleared in subsequent months. 

Each auditor reports monthly to the comptroller the 
balances in the subsidiary accounts for which he is respon- 
sible. These accounts are checked by the comptroller’s 
office against the general ledger accounts, and any differ- 
ences are investigated and subsequently adjusted. Each 
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auditor must report the details supporting any clearing 

accounts which he carries. 

/ 

Depreciation 

One of the largest items appearing upon the bailee 
sheet of a railroad company is Investment in Road and 
Equipment. The charges to this account usually run into 
millions of dollars. It is important, therefore, that proper 
provision be made for recording the depreciation of the assets 
represented by this account. The Interstate Commerce 
Commission has ruled that railroads shall carry accrued 
depreciation reserves against items which have been charged 
as equipment, and has made the setting up of depreciation 
reserves against road and structures optional; the Commis- 
sion is now actively considering the advisability of making it 
mandatory. In the creation of these reserves it is not 
required that specific assets be set aside or that funds be 
accumulated to provide for replacements. 

The calculation of depreciation charges by railroad 
officials is rather difficult. In the first place, it is important 
to list all items of road and equipment which may be owned 
by a railroad. The equipment owned is subject to varying 
rates of depreciation, and the same type of equipment on 
different divisions will be subject to different rates for 
depreciation beqause of peculiar weather and service condi- 
tions. In the third place the factor of obsolescence, of equip- 
ment in particular, must be taken into consideration. 

In making provision for accrued depreciation on equip- 
ment, railroad officials, as a rule, classify the equipment in 
certain groups, and then determine upon a fixed percentage; 
the amount for each group is to be charged to expenses and 
credited to the accrued depreciation reserves. For instance, 
separate classifications on which depreciation charges would 
be based would include steam locomotives, other locomotives, 
freight-train cars, passenger-train cars, motor equipment of 
cars, floating equipment, work equipment, and miscellaneous 
equipment. In determining the fixed percentage to be 
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charged as depreciation, consideration must be ^ven to 
repairs and renewals. A road which has been .in existence 
for some time usually has repair and renewal charges which 
are somewhat uniform from year to year. Accordingly, 
depreciation charges are not so high as one would be led to 
believe. If, at the time equipment is to be retired, a suflSi- 
cient amount has not been accumulated in the accrued 
depreciation account, depreciation charges have been insuflBi- 
cient and it will be necessary for the railroad to charge the 
additional accrued depreciation to. retirements. In this 
case thfe operating expenses of the year in question are 
charged with a greater proportion of depreciation than would 
otherwise be necessary. 

As previously stated, depreciation reserves against road 
and structures are optional. It is maintained by many 
that, after a certain period has been reached in the life of a 
railroad, the repair and renewal expenditures will keep the 
roadway and structures in a suitable condition. Although 
this generalization might not apply to any specific structure 
or unit of roadway, it is probable that the efficiency of the 
road as a whole will be maintained by observing it. In 
some instances, however, we find railroads charging off 
depreciation on specific units of roadway, such as bridges, 
and specific units of structures, such as office buildings and 
stations. 

Cost Accounting 

An outstanding subject of interest in connection with 
railway accounting is that of operating costs. Cost accoimt- 
ing in commercial life has developed so greatly in recent years 
as to warrant the statement that the cost of production is 
obtainable for any manufactured product. Railroad author- 
ities are still unable to allocate transportation costs accu- 
rately to any particular class of service. The total costs of 
labor and material, two important items of cost accounting, 
are known, but there are no accounts in transportation 
accoimting corresponding to what are known commercially 
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as indirect expenses. Certain items of expense, of course, 
may be accurately allocated to the service for which they 
are used, but Mahitenance of Way and Structures, General 
Expenses, and other items may be allocated only approxi- 
mately. An estimate based upon train miles, locomotive 
miles, or revenue, is not exact, and therefore not absolutely 
dependable. The accurate allocation of costs to freight, 
passenger, and other transportation service cannot be 
made. However, the methods mentioned represent a real 
endeavor on the part of the railroad authorities to approach a 
scientific plan. In conclusion, it might be said that with 
the present-day demand for information as to the costs of 
operating a railroad, the accounting department has come 
to occupy a position of great importance in the organization. 

Operating and Financial Statements 

Every interstate railroad must forward to the Interstate 
Commerce Commission at the end of each fiscal year a 
report of its financial condition and operating results. This 
report includes the income statement, the profit and loss 
account, and the balance sheet. The accounts in these 
statements are set forth in the Interstate Commerce Com- 
mission Classification shown herewith: 

Fokm op Income Statement 

Explanatory Note. — ^Tbe classified form of income statement is designed 
to show the financial changes resulting from transportation operations and 
other business of the accounting company during any specified period; 

I. Operating Income: 

A: Railway Operating Income 

601. ♦Railway operating revenues 

631. ‘Railway operating expenses 

♦Net revenue f from railway qperations 

632. ‘Railway tax accruals 

♦Railway operating income f 

B. Rent Income 

603. Hire of freight cars — Credit balance 

604. Rent from locomotives 

606. Rent from passenger-train cars 

♦ Includes operation of water lines, if any; 

t Deficit, if in red; 
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506. Rent from floating equipment 

607. Rent from work equipment 

608. Joint facility rent income 

Total rent income 

C. Rents Payable 

636; Hire of freight cars — Debit balance 

637. Rent for locomotives 

638. Rent for passenger-train cars 

539. Rent for floating equipment 

640. Rent for work equipment 

641. Joint facility rents 

Total rents payable 

Net rents f 

Net railway operating income f 

II j Other Income: 

502. Revenues from miscellaneous operations 

609. Income from lease of road and equipment 

610. Miscellaneous rent income 

611. Miscellaneous nonoperating physical property. . 

612. Separately operated properties — Profit 

613. Dividend income 

614. Income from funded securities 

616. ' Income from unfunded securities and accounts.; 
616. Income from sinking and other reserve funds . . . 

517. Release of premiums on funded debt 

518. Contributions from other companies 

619. Miscellaneous income 

Total other income 

Total income f 

III. Miscellaneous Deductions from Income: 

634. Expenses of miscellaneous operations 

636. Taxes on miscellaneous operating property 

543. Miscellaneous rents 

644. Miscellaneous tax accruals 

646. Separately operated properties — ^Loss 

649. Maintenance of investment organization 

660. Income transferred to other companies 

661. Miscellaneous income charges 

Total miscellaneous deductions 

Income available for fixed charges t 


IV. Fixed Charges: 

642. Rent for leased roads and equipment 
646. Interest on funded debt: 

(a) Fixed interest 

t Deficit, if in red. 
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047; Interest on unfunded debt 

648. Amortization of discount on fimded debt 

Total fixed charges 

Income after fixed ohargesf • 

y. Contingent Charges: 

546. Interest on funded debt: 

(b) Contingent interest 

Net incomet 

VI. Disposition of Net Income: 

552. Income applied to sinking and other reserve funds 

553. Dividend appropriations of income 

554. Income appropriated for investment in physical 

property 

555. Stock discount extinguished through income. . . . 

556. Miscellaneous appropriations of income 

Total appropriations of income 

Income t balance transferred to Profit 
ai^d Loss 


I. Credits: 


603. 

604. 
606. 
607. 

II. Debits: 


613. 

614. 

615. 

616. 

617. 

618. 
610. 
620. 
621. 


Profit and Loss Account 
Primary Accounts 

* balance at beginning of year. . 

Credit balance transferred from Income. . 
Credits from retired road and equipment 

Delayed income credits. . >. 

Donations 

Miscellaneous credits 


Debit balance transferred from Income 

Surplus applied to sinking and other reserve funds 

Dividend appropriations of surplus 

Surplus appropriated for investment in physical 

property 

Stock discoimt extinguished through surplus. . . . 
Debt discount extinguished through surplus .... 

Miscellaneous appropriations of surplus 

Debits from retired road and equipment 

Delayed income debits 

Miscellaneous debits 

* balance carried to Balance Sheet 

Total 


* Insert “Debit” or “Credit”, as may be appropriate, 
t Deficit, if in red. 
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FORM OF GENERAL BALANCE SHEET STATEMENT 
Explanatory Note. — The classified form of general balance sheet statement 
is designed to show the financial condition of the accounting company at any 
specified date. 

^ Assists 

Investments: 

701. Investment in road and equipment: 

Road 

Equipment 

General expenditures 

Total 

702. Improvements on leased railway property: 

Road 

Equipment 

General expenditures 

Total 

703. Sinking funds 

704. Deposits in lieu of mortgaged property sold 

706. Miscellaneous physical property 

706. Investments in afiiliated companies: 

(а) Stocks 

(б) Bonds 

(c) Notes V 

(d) Advances 

707. Other investments: 

(а) Stocks 

(б) Bonds 

(c) Notes 

(d) Advances 

(e) Miscellaneous 

Total investments 

Current Assets: [ 

708. Cash 

709. Demand loans and deposits 

710. Time drafts and deposits 

711. Special deposits 

712. Loans and bills receivable 

713. Traffic and car-service balances receivable 

714. Net balance receivable from agents and conductors 

715. Miscellaneous accounts receivable 

716. Material and supplies 

717. Interest and dividends receivable 

718. Rents receivable 

719. Other current assets 

Total current assets 

Deferred Assets: 

720. Working fund advances 

721. Insurance and other funds 
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722. Other deferred assets 

Total deferred assets 

Unadjusted Debits: 

723. Rents and insurance premiums paid in advance. . 

724. Discount on capital stock 

726. Discount on funded debt 

726. Property abandoned chargeable to operating eX'^ 

penses 

726 J. Equipment retired 

727. Other unadjusted debits 

728. Securities issued or assumed — Unpledged 

729. Securities issued or assumed — Pledged 

Total unadjusted debits 

Grand Total 

Liabilities 

Stock: 

761. Capital stock 

762. Stock liability for conversion 

763. Premium on capital stock 

Total stock 

Governmental Grants: 

764. Grants in aid of construction 

Long-term Debt: 

766. Funded debt unmatured 

766. Receiver’s certificates 

767. Non-negotiable debt to affiliated companies: 

(а) Notes 

(б) Open accounts 

Total long-term debt 

Current Liabilities: 

768. Loans and bills pa3rable 

769. Traffic and car-service balances payable 

760. Audited accounts and wages payable 

761 Miscellaneous accounts payable 

762. Interest matured unpaid 

763. Dividends matured unpaid 

764. Funded debt matured unpaid 

766. Unmatured dividends declared. . . . 

766. Unmatured interest accrued 

767. Unmatured rents accrued 

768. Other current liabilities ! 

Total current liabilities 

Deferred Liabilities: 

769. Liability for provident funds 

770. Other deferred liabilities 

Total deferred liabilities 
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Unadjusted Credits: 

771. Tax liability 

772. Premium on funded debt 

773. Insurance and casualty reserves 

774. Maintenance reserves 

775. Accrued depreciation — Road 

776. Accrued depreciation — Equipment 

777. Accrued depreciation — Miscellaneous physical 

property 

778. Other imad justed credits 

Total unadjusted credits 

Corporate Surplus: 

779. Additions to property through income and surplus 

780. Funded debt retired through income and surplus . . 

781. Sinking fund reserves 

782. Miscellaneous fund reserves 

783. Appropriated surplus not specifically invested . . . 

Total appropriated surplus 

784. Profit and loss 

Total corporate surplus 

Grand Total 


QUESTIONS AND PROBLEMS 
(a) Questions 

1. Explain the accounting system as developed by railroads 
with regard to the general books employed, the preparation of 
journal entries, and how the principle of control is carried out. 

2. Indicate how the following items should be treated in the 
preparation of the operating and financial statements of a railroad: 

Railway tax accruals. 

Maintenance of way and structures. 

Transportation for Investment — Cr. 

Dividend income. 

Passenger revenue. 

Rent paid for locomotives. 

Interest on funded debt. 

3. Give in detail the steps taken in the auditing of passenger 
revenue of a steam railroad. 

4. (a) A railroad, in recording the amount of freight revenue 
received during a month, makes the following entry: 

Agents 

or 

Agents and Conductors 

. Freight Revenue 
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Outline how this entry is prepared, including any auditing 
features involved. 

(6) The auditor of freight traffic may also send the following 
entry to the comptroller: 

Freight Revenue 

Traffic and Car Service Balances Payable 
or 

Foreign Roads 

Explain the preparation of the information contained in this 
entry. 

6. Explain the term “ joint facility.’’ Describe ihe method of 
accounting for this type of transaction. J 

6. From the following accounts draw up a balance sheet of a 
railroad company in approved form: 

. Investment in road equipment. 

Cash. 

Common stock. 

Traffic and car service balances payable. 

Working fund advances. 

Sinking funds. 

Audited accounts and wages payable. 

Loans and bills receivable. 

Net balances receivable from agents and conductors. 
Materials and supplies. 

Tax liability. 

Interest matured unpaid. 

Other unadjusted debits. 

Unmatured dividends declared. 

Preferred stock. 

Accrued depreciation — Equipment. 

Additions to property through income and surplus. 

Interest and dividends receivable. 

Miscellaneous physical property. 

Other investments. 

Funded debt unmatured. 

Profit and loss account. 

7. Explain the following railroad accounting terms: 

(o) Waybill. ^ 

(h) Abstract of freight revenue. 

(c) Division of revenue sheet. 

(d) Profit and loss account. 

(e) Income account. 
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8. Secure copies of the bulletins, “Classification of Investment 
in Road and Equipment,” “Classification of Operating Revenues 
and Expenses,” and “Classification of Income, Profit and Loss and 
General Balance Sheet Accounts.” After referring to the explanar 
tions of the accounts given in the bulletins, answer the following: 

(а) What accounts are debited when the following accounts 
are credited? 

161. Joint facility — Cr. VIII. Transportation for investment 

279. Maintaining joint tracks — Cr. 

(б) What accounts are credited when the following are debited? 

632. Railway tax accruals. 338. Equalization — equipment. 

280. Equalization — way and struc- 636. Hire of freight cars — debit bal- 

tures. ance. 

9. Wherein do the following accounts differ and state how they 
arise : 

762 1 Interest matured unpaid. 766 1 Funded debt unmatured. 

766 j Unmatured interest accrued. 764 j Funded debt matured unpaid. 

(Problems) 

1. The following accounts appeared in the General Ledger of 
the C. & M. R. R. Co., on December 31, after adjustment but 


before closing. Prepare: (1) balance sheet, (2) profit and loss 
account, and (3) income statement: 

Additions to property through income and surplus $200,000 

Audited accounts and wages payable 300,000 

Accrued depreciation — road and equipment 1,400,000 

Cash 1,000,000 

Capital stock 14,000,000 

Deferred liabilities 100,000 

Dividend appropriations of surplus 800,000 

Funded debt unmatured 13,800,000 

Hire of equipment — Dr. bal 400,000 

Interest on funded debt 700,000 

Investment in road and equipment 30,000,000 

Loss on retired road and equipment 200,000 

Materials and supplies 200,000 

Miscellaneous credits to profit and loss 100,000 

Net balances receivable from agents and conductors .... 100,000 

Non-operating income 300,000 

Profit and loss credit balance, Jan. 1 2,000,000 

Railway tax accruals 400,000 

Railway operating revenues 4,000,000 

Railway operating expenses 2,000,000 

Tax liability 200,000 

Traffic and car service balances receivable 200,000 

Traffic and car service balances payable 100,000 

Unadjusted debits 600,000 
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2. Prepare a work sheet containing columns for adjusted trial 
balance, income statement, profit and loss account, and balance 
sheet. Extend the balances of the following accoimts to the 
proper columns. 



Adjusted Trial Balance 


Dr. 

Or. 

Accrued depreciation 


$205,000 

Additions to property through income and surplus. 


213,000 

Audited accounts and wages payable 


24,000 

Cash 

$25,000 


Common stock 

660,000 

Dividend appropriations of income 

33,000 


Funded debt, unmatured 


660,000 

Hire of equipment 

13,000 


Interest on funded debt 

28,000 


Investment in road and equipment 

980,000 


Interest and dividends receivable 

6,000 


Materials and supplies 

33,000 


Non-operating income 


40,000 

Net balances receivable from agents and conductors 

9,000 


Other investments 

890,000 


Other current assets 

60,000 


Other unadjusted credits 


76,000 

Profit on road and equipment sold 


6,000 

Railway operating expenses 

427,000 


Railway operating revenues 


571,000 

Railway tax accruals 

36,000 


Rent for leased roads 

60,000 


Surplus applied, to sinking ftmds 

4,000 


Sinking fund reserves 


56,000 

Sinking funds 

56,000 

% 

TaxliabiUty 


38,000 

Traffic and car service balances receivable 

7,000 


Traffic and car services balances payable 


9,000 

Unmatured interest accrued 


6,000 

Umnatured rents accrued 


6,000 

Unadjusted debits • 

16,000 


Worldng fund advances 

1,000 


Profit and loss 


195,000 
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3. From the following trial balance of the East and West 
Railroad Company, as of December 31, prepare; . 

1. Balance sheet. 

2. Operating statement with supporting schedules. 

3. Profit an^ loss account. 

Tbial Balance, December 31 

Accrued depreciation — equipment $1,816,224 

Accrued depreciation — ^road 3,067,248 

Additions to property through income and surplus. 346,894 

Audited accounts and wages payable 450,634 

Amortization of discount on funded debt $30,128 

Cash 140,624 

Common stock ^ 8,425,000 

Demand loans and deposits 1,319,046 

Deferred liabilities 6,920 

Dividend appropriations of income 809,640 

Dividend income 41,240 

Discount on funded debt : 602,560 

Express revenue 43,096 

Expenses of miscellaneous operations 13,674 

Freight revenue 6,092,186 

Funded debt unmatured 20,682,200 

Hire of freight cars — Cr. balance 31,298 

Income from lease of road 48,500 

Interest on funded debt 1,004,296 

Investment in road and equipment 38,426,409 

Investment in affiliated companies 3,264,277 

Joint facility rents 202,494 

Joint facility rent income 71,246 

Loans and bills receivable 52,960 

Loans and bills payable 31,918 

Maintenance of investment organization 11,264 

Maintenance of way and structures 710,094 

Maintenance of equipment 1,089,243 

Mail revenue 34,976 

Materials and supplies 668,176 

Milk revenue 75,127 

Miscellaneous income from non-operating physical 

property 71,033 

Miscellaneous accoimts payable 11 ,644 

Miscellaneous accounts receivable 9,846 

Miscellaneous credits to profit and loss 6,198 

Miscellaneous income chargtes 4,983 

Net balances receivable from agents and conductors 57,988 

(Continued on page 396) 
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(Continued from page 395) 


Other current assets 3,981 

Other investments 64,271 


Other unadjusted credits 

Passenger revenue 

Profits on road and equipment sold. . . 
Profit and loss — Credit balance, Jan. 1 
Preferred stock 


Railway tax accruals 618,793 

Revenues from miscellaneous operations 

Rent for leased roads 17,260 

Rents and insurance premiums paid in advance . . . 16,200 

Separately operated properties — profit 

Surplus appropriated for investment in physical 

property ' 12,294 

Tax liability 

Traffic and car service balances receivable 101,298 

Traffic and car service balances payable 

Time drafts and deposits 12,242 

Traffic expenses 61,200 

Transportation expenses 2,164,237 

Transportation for investment — Cr 

Uncollectible railway revenues 3,240 

Unmatured interest accrued 

Unmatured rents accrued : 

Working fund advances 437 


$61,483,145 


16,184 

498,716 

6,187 

2,616,326 

6,516,000 

17,864 


16,194 


197,248 

23,196 


33,198 

186,274 

4,186 


$51,483,146 
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MUNICIPALITIES 

CHAPTER XXXII 

BUDGET OR FUNDING ACCOUNTS 

Differences between Private Accounting and Municipal 
Accounting 

In the previous sections of this book we have discussed 
the operations of several types of business and the appli- 
cation thereto of accounting principles. In this section a 
study will be made of public institutions and their accounting 
procedure. Certain differences are immediately apparent. 
First of all, businesses which are private in nature are oper- 
ated for profit. It is the intention of the owners to invest 
funds in their business in order to earn an income. Public 
institutions, however, are not operated for profit but exist 
to render service. In the second place, the character of the 
ownership differs. The private establishment is owned by 
one individual or a limited number of individuals. The 
public institution is owned by the citizens of the comdaunity 
for which it exists. A third difference is to be found in the 
manner in which revenues and expenses are handled. In 
the private establishment emphasis is placed upon sales. 
The greater the volume of sales the greater in general is 
the profit. The expenses are limited, we may say, to the 
sales which are made, and if sales decrease in volume, 
expenses should likewise decrease. In a municipality, which 
we shall deal with as an example of a public institution, 
the first consideration is expense. When a municipality 
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has decided what its expenses will be for an ensuing period, 
it makes provision for raising the necessary revenue. If 
later, in the opinion of the legislative body, departmental 
expenses should be increased, or public work should be 
undertaken, the necessary fimds must be raised to meet the 
increase in expenditures. Finally, we find that in the 'busi- 
ness owned privately, there is a decided absence of budget- 
ary control. Although it is true that many business exec- 
utives realize the importance of budgetary control, the 
budgets constructed by them are in many instances either 
discarded as non-workable or are forgotten in the press of 
other duties. In public accounting the budget prepared is 
far more effective, for budget accounts become in many 
instances an integral part of the accounting system. A 
budget carefully prepared and properly operated and con- 
trolled prevents to a great extent violations of public trust 
and the overspending, through carelessness, of the revenues 
received. Although this section is primarily concerned with 
the application of the budget to the accounts of a munici- 
pality, the principles involved can readily be applied to the 
accounting for hospitals, clubs, fraternities, and other insti- 
tutions operated on a budget basis. 

Definition of a Municipality 

A municipality has been defined as a town, city, or other 
district having powers of local self-government. An associa- 
tion of individuals so organized is concerned with such prob- 
lems as police and fire protection, education of its members, 
health, sanitation, recreation, etc. 

Organization of a Municipality 

The organization of a municipality is dependent to a 
very great extent on the size of the city or district, its popu- 
lation, the type of government under which it operates, and 
the services to be rendered by the government to the 
citizens. Many cities imdertake to render services which 
in other cities are performed by private corporations. As 



ORGANIZATION OP A MUNICIPALITY 


399 


an example one might mention such services as transporta- 
tion, or the furnishing of water or gas or electricity. It is 
proposed, therefore, to limit the discussion of municipal 
organization to the councilmanic type, and to ignore as far 
as possible any reference to procedure involved in account- 
ing for services usually performed by private enterprise. 

The municipal corporation may be divided into three 
parts, legislative, judicial, and executive. It is the function 
of the legislative branch, or councils, to make laws for the 
benefit of the citizens. The judicial department interprets 
the laws; the executive branch enforces the laws and carries 
on the administrative work of the city. 

The executive branch may accordingly be divided into a 
number of subsidiary departments as follows: 

Department of Public Safety. 

Welfare Department. 

Department of Streets, Highways, and Engineering. 

Department of Health. 

Department of City Properties. 

Department of Street Cleaning. 

Department of Education. 

Department of Purchasing and Supplies. 

General Government. 

Department of Accounts: 

Budget Division. 

Tax Collector. 

Comptroller. 

Treasurer. 

Other Administrative Commissions: 

Division of Weights and Measures. 

Civil Service Commission. 

City Planning Bureau. 

Poor Boards. 

Sinking Fund Commissions. 

In some cities it will be foimd that some departments 
listed above are, under the law^ separate taxing districts and 
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have power to levy and collect taxes and make disburse- 
ments. For instance, the Department of Education may 
take on the status of a taxing power, such as a school 
district in Pennsylvania. 

The Department of Public Safety is subdivided into a 
number of subsidiary departments, such as fire, police, build- 
ing inspection, and elevator inspection. The Department 
of Public Welfare is interested in charities, recreation, and 
parks. The Departments of Highways, City Properties 
and Street Cleaning, devote their energies to street condi- 
tions, surveys, sewers, paving, street cleaning, and the 
upkeep of the properties owned by the city. The director 
of the Health Department exercises supervision over gen- 
eral health and over city hospitals. The Department of 
Education is responsible for the organization and conduct 
of public schools. The Purchasing Department buys the 
necessary supplies for other departments. If there is no 
purchasing department, the purchases required may be 
made by each department. The term General Government 
is used to designate the activities of the mayor, the coroner, 
the city solicitor, the district attorney, and the legislative 
body. The Accounting Department collects the revenues 
of the city, audits the accounts of the various departments 
which have been authorized to expend funds, and pays bills 
upon proper audit. Until recently the accounting depart- 
ments of mimicipalities concerned themselves primarily with 
the recording of cash transactions only. Emphasis was 
placed upon the cash balance at the beginning of the year 
and at the end of the year. A large cash balance on hand 
at the end of the year was looked on with a great deal of 
favor, and it was often felt that the city was poorly man- 
aged if the cash balance was small. Of late, however, 
emphasis in municipal accounting has been turning from the 
treasurer's statement to revenue and expense accoimting. 
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Accounting Requirements 

The administration of the departments of a city is under 
the supervision of salaried employees, either elected by the 
people or appointed. These employees are responsible for 
the collection of the city’s revenues and the expenditure of 
its funds. But the power of these employees to spend city 
funds is conferred on them only by appropriations or authori- 
zations. The status of these authorizations must be known 
at all times; the accounting system is depended upon to 
provide ways and means for obtaining this information. 
Municipal accounting, therefore, differs somewhat from com- 
mercial accounting, and the accounting system of a city 
must be sufficiently elastic to provide for the presentation 
of the following information: 

(а) Statements of cash receipts and disbursements. 

(б) Statements of revenues and expenses. 

(c) Statements of assets and liabilities. 

(d) Statements of departmental commitments which 
have been made. 

(e) Statements showing the unexpended amounts of 
each department appropriation. 

In furnishing the above information, a municipality must 
employ two types of accounting: 

1. Financial accounting, which will enable it to pre- 
pare statements of assets and liabihties and state- 
ments of operation. 

2. Budget or funding accounting, which will enable 
it to determine whether pubhc officials have 
exceeded their authority in expending amounts 
which have been appropriated to their depart- 
ments. 

The funding accounts, sometimes called budget accounts, 
are those which arise because of the existence of the budget. 
The budget can be defined as a forecast or estimate of future 
departmental expenses. It should show what provision has 
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been made for payment of these expenses as they arise. 
Indeed, its main function is to give information for deter- 
mining fiscal policies and plans. 

The Municipal Budget 

Before the opening of the fiscal year, each department 
head submits to the legislative body, or a committee 
appointed by it, a statement showing anticipated expenses 
of his department for the new year. This estimate, called a 
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BUDGET ESTIMATE-SALARIES 

budget estimate, may show the salaries and wages which, it 
is estimated, will have to be paid, and the cost of the supphes 
to be consumed. It may also show the cost of new equipment 
desired and other costs of maintenance. Instead of sub- 
mitting one budget the departmental executive may submit 
several, such as a Salary Budget* (Form LXXXVIII), Equip- 
ment Budget, and Maintenance Budget. 
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Budgets submitted are carefully scrutinized by the 
legislative body or its budget committee, if one exists. In 
some municipalities the departmental budgets are carefully 
analyzed by a budget director before being forwarded to the 
legislative branch for approval. Budget increases should 
be scrutinized and justified before approval. In addition 
to the budget submitted, each department collecting revenues 
should prepare a statement of its anticipated revenues. 
Collections of revenues may be made by the various depart- 
ments comprising the municipal corporation through the 
issuance of licenses and permits of various kinds. Fees 
may be collected for marriage licenses, rental of space in 
public buildings, permits for the erection of signs, and for 
the privilege of playing on municipal golf or tennis courts. 
Water rents often form an important source of revenue. 
The Police Department may collect fees for the impounding 
of automobiles illegally parked, and the courts may impose 
fines for the violation of various ordinances. Funds may 
be collected by the Department of Health for the issuance 
of birth or death certificates or the granting of disinterment 
permits. Estimates will also be made by the executives in 
charge of municipal-owned utilities as to the amounts to be 
received for the service rendered. 

The approval of the budget, either as submitted or in a 
modified form, carries with it the obligation of providing 
the necessary revenues to meet the authorizations. The 
estimated departmental revenues and profits, if any, of the 
city-owned or -operated utilities, falls in most instances far 
short of the amount required. The city, in order to meet 
the deficiency, may authorize the expending of surplus 
revenues if any exist, and the levying of a tax upon real 
estate owned. The condensed financial report of the City 
of Buffalo for the fiscal year ended June 30, 1932, shows the 
sources from which revenues were derived to meet authori- 
zations incurred. The distribution of the revenues is as 
follows: 
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Per CJent 


Amount 

of Total 

Tax levy 

... $31,297,867.28 

73.6 

Divifflon of Water. 

... 2,386,839.47 

6.6 

Board of Education 

... 3,944,966.86 

9.2 

Department revenue 

... 1,219,919.67 

2.9 

Miscellaneous revenue 

716,066.79 

1.7 

Share special taxes (New York State) 

. . . 3,023,820.68 

7.1 


$42,689,469.66 

100.0 


The revenue reported by the Division of Water was derived 
principally from the sale of water based on meter or flat-rate 
charges. The Board of Education revenue came principally 
from state appropriations made for educational purposes 
and from sale of lunches in school cafeterias. The greater 
part of the expenses of conducting the school system was 
paid from funds appropriated by the city which were col- 
lected through the general tax levy. Department revenue 
consisted of funds received for licenses, court fees, operation 
of city hospitals, etc. The amount received from the state 
as the city’s share of special taxes came primarily from bank, 
mortgage, franchise, and income taxes collected by the 
state. Interest on bank balances and penalties arising as a 
result of delinquent tax payments account for the bulk of 
the miscellaneous revenue. 

To determine the amount to be raised by the general 
tax levy, the expected revenue from all other sources is 
deducted from the total appropriations. A comparison is 
made between this amount and the assessed valuation of all 
properties on which taxes will be levied. The ratio so ascer- 
tained determines the tax rate. If the amount to be raised 
by taxation divided by the assessed valuation exceeds the 
maximum rate which can be charged under the law, a revision 
of the budget or a revision of assessments must take place. 
The budget authorizations, offset by anticipated revenues 
calculated as above, result in what is known as a balanced 
budget. Subsequent collections may not be up to expecta- 
tions, or appropriations authorized may have to be revised 
upward. In either case a deficit results, which will have to 
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be taken care of either by temporarily borrowing or ulti- 
mately through an increase in the taxes of future years. 
Collections in excess of those anticipated or failure to use 
the entire amount appropriated results in a surplus of 
revenue which becomes available for future needs. 

In order that the citizens of the city may know whether 
authorizations extended to department heads have been 
exceeded, it is desirable that an accounting check be placed 
upon all expenditures. Budget accounts should be estab- 
lished to enable one to ascertain at any given moment how 
much each department still has available for spending, how 
much it has spent, and the sources for meeting futiue obli- 
gations. It is the purpose of the budget accounts to show 
two things: first, authorizations to incur liabilities; and 
second, the resources available to meet the authorizations. 
Budget accounts which are carried to show this informa- 
tion are known as budget debits and credits, or fimding 
debits and funding credits. When the character of any 
budget debit changes or an adjustment takes place in any 
budget credit, it is usual to make journal entries to reflect 
these changes and to post the jorunal entries to the proper 
budget accounts, which are carried either in a general ledger 
or in subsidiary ledgers. 

The budget debit accounts are as follows: 

1. Estimated miscellaneous revenue. 

2. Estimated tax revenue. 

3. Available balances. 

4. Unapplied cash balances. 

The budget credit accounts are: 

1. Appropriations or authorizations to incur liabili- 
ties. 

2. Reserve for orders or contracts representing appro- 
priations which have been encumbered. 

3. Reserves for temporary loans. 

4. Reserves for tax abatements. 

5. Surplus of revenue. 
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Character of Budget or Funding Accounts 

In order to understand the operation of the budget debit 
and budget credit accounts listed above, it is necessary that 
a clear idea be had as to the character and purpose of budget 
accounts. They should not be confused with the financial 
and operating accounts appearing on balance sheets and 
profit and loss statements. A budget debit account is not 
an asset; it is merely an expression to indicate the source of 
future assets. If a business man were to establish a goal of 
$1,000,000 in sales, he might conceivably create a budget 
debit called Estimated Sales $1,000,000.^^ A budget debit 
such as this should not be confused with actual accounts 
receivable arising through actual sales. Budget debit 
accounts are account titles used to designate ‘^prospective 
assets.^' Nor can budget credit accounts be considered 
synonymous with liabilities. They are merely authoriza- 
tions to incur liabilities, and not liabilities incurred. The 
purpose of keeping budget accounts is to enable the authori- 
ties to determine the amounts of the unexpended balances of 
authorized appropriations, the amounts of the encumbrances 
charged against appropriations, and the sources of the funds 
to be used to liquidate the liabilities arising through the 
encumbrance of the appropriations. 

In order that the funding accoimts and the nature of 
their content be made plain, the journal entries, shown 
below, giving rise to these accounts should be carefully 
analyzed. The budget accounts established are general 
ledger accounts, which may be supported by details appear- 
ing in subsidiary ledgers. Although many fire districts, road 
districts, school districts, etc., operate under a budget, many 
fail to keep complete records of budgetary changes. In far 
too many instances no budgetary entries are made, the 
authorities comparing the budget with the statement of 
receipts and disbursements from time to time. The entries 
given below assume that it is advisable to always make a 
clear-cut distinction between the financial and budget 
accounts. 
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CITY OP X 

4 

Resolved: That the local budget for the City of X for the fiscal year ending 
December 31, 19 — , be approved as submitted and the same is hereby ap- 
proved. , 

' Appropriations 

Year Ending 
Dec. 31, 19— 


General Government $160,100 

Department of Public Safety 700,300 

Department of Health 25,200 

Department of Streets and Improvements 140,165 

Department of City Properties 150,600 

Interest on Bonded Debt 25,300 

Sinking Fund Requirements 52,800 

Reserve for Tax Abatements 22,000 

Contingent Reserve 15,000 


Total Appropriations $1,291,465 


^ Anticipated Revenues to be applied to the payment of budget authoriza- 
tions: 


Surplus Revenue Appropriated $50,000 

Miscellaneous Revenues: 

Licenses 15,000 

Police Court Fines 7,500 

Building Inspector’s Fees 1,500 

Health Fees 6,000 

Street Permits 1,700 

Delinquent Tax Interest 500 

Interest on Bank Deposits 6/X)0 

City Hospitals 23,200 

Sale of Old Material 3,600 

Rents 6,760 

Franchises 10,000 

Gross Receipts Tax 142,000 


Total Anticipated Revenues 271,660 

To be Raised by Taxation I,019,8l5 


$1,201,406 


Form LXXXIX 
APPROVED BUDGET 
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When the budget (Form LXXXDC) showing the depart- 
mental appropriations and the expected revenues available 
for meeting these departmental appropriations is finally 
approved by the legislative branch of the city and signed by 
the mayor and the city clerk, a journal entry will be made as 
follows: 

Surplus Revenues 

Estimated Miscellaneous Revenues . . . 

Estimated Tax Revenues 

Appropriations or Authorizations to Incur Liabilities; 


Department of Public Safety 
Subdivison - Fire Protection 
Account - Repairs to Fire Apparatus 
Appropriation - $ 10,000 


Date 

Orders Issued 

Total 

Encum- 

brance 

1 

Invoice Received 

Warrant Issued 

Appropriation 

Balance 

Available 

■gwni 


Date 

Name 

Date 

Amount 
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APPROPRIATION LEDGER ACCOUNT 

Supporting these particular accounts, which are carried in 
tl^e General Ledger, are the detailed accounts of appropria- 
ti&is or authorizations in a subsidiary Appropriation Ledger 
(l^onn XC); moreover, each departmental appropriation 
may in turn be analyzed. The details of the estimated mis- 
cellaneous revenues are also carried in a subsidiary ledger. 
The above entry cannot be considered as showing assets or 
liabilities of the city, for it simply represents in journal 
entry form estimates of probable revenue and authorization 
for its expenditure; 
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After the property taxes have been ascertained, tax bills 
are prepared in duplicate and thus certain of the prospective 
resources for meeting the appropriations become more defi- 
nite in character. The estimated tax revenue is approaching 
an actuality. This revenue has not at this time been totally 
realized, but it is on its way to Realization. To record this 
progress the follofdng journal entry will be made: 

Available Balance 

Estimated Tax Revenues 

Available balance is an account which denotes the amount 
of property taxes which should be collected. It is very 
seldom that the estimated tax revenue corresponds with 
the actual tax revenue, and a balance denoting the extent 
of the error which has been made in estimating the tax 
revenue usually appears in the estimated tax revenue 
account. This balance is closed into a budget surplus or 
budget deficit account, generally called surplus revenue 
or deficit. 

As each department collects its miscellaneous revenues 
the cash is turned over to the treasurer of the city, and an 
entry is made in the group of funding accounts as follows: 

Unapplied Cash Balances 

Estimated Miscellaneous Revenues 

« 

The unapplied cash balances show the amoimt of cash which 
is available for meeting appropriation commitments. 

As taxes are paid into the office of the receiver of taxes, 
the funds are turned over to the treasurer, who makes the 
proper entries. Within the group of budget accounts we 
have the following entry: 

Unapplied Gash Balances 

Available BUance 

The difference between the debits and credits appearing in 
the available balance account shows the amount of property 
taxes still to be collected, and is regarded as an available 
resource. 
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While the process of collecting estimated budget reve- 
nues is taking place, the city departments are at the same 
time making expenditures. If each department is to be run 
efficiently, payrolls must be met promptly, materials and 
supplies must be ordered when required, and contracts must 
be let for necessary improvements. Upon the issuance of 
purchase orders by any department, or upon the letting of 
contracts, a record is made in the Register of Purchase 


DEPARTMENT* PIJBUC SAFETY 
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Contract 
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' Form XCI 

PURCHASE ORDER AND CONTRACT REGISTER 


Orders and Contracts (Form XCI). In the recording of 
purchase orders and contracts in this register, each appro- 
priation accoimt is charged for the amoimt of the tencum- 
brance. In order that the appropriation control account 
ffiay properly show the amoimts of these encumbrances at 
any time, a journal entry is made in the budget or funding 
accounts: 

Appropriations 

Reserve for Purchase Orders Issued 

Reserve for Contracts Authorized 

This entry in effect shows transfers from appropriations 
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which are unenctimbered to specific accounts which repre- 
sent encumbrances. It should be realized that .the issuance 
of purchase orders or the letting of contracts does not result 
in the creating of immediate liabilities. The liabilities which 
are created are only contingent in character. When mate- 
rials for which purchase orders have been issued are deliv- 
ered, or when contracts are completed, invoice (Form 
XCII) will be received and entries will be made ii;i the 
proper financial records of the city. The receipt and auciit- 
ing of invoices, in the group of budget accounts, reduces the 
amount of the Unapplied Cash Balance available for meeting 
future appropriation encumbrances. This involves the 
following entry: 

Reserve for Purchase Orders Issued 

Reserve for Contracts Authorized 

Unapplied Cash Balances 

The effect of the entry is to show that bills representing 
certain encumbrances against appropriations have been 
approved. After the invoices are approved, warrants will 
be issued by the comptroller. Warrants are orders drawn 
by the city comptroller upon the city treasurer, authorizing 
him to pay to the person named in the warrant a specified 
sum of money. 

When the collection of the estimated miscellaneous reve- 
nues or the estimated tax revenues is unduly slow, the city, 
in order to keep its departmental activities functioning, 
may be forced to borrow funds. Since the funds so bor- 
rowed will be used for the payment of appropriation encum- 
brances, a liability has been created wWch will have to be 
met out of revenues collected in the future, and a budget 
entry is required: 

Unapplied Cash Balances 

Reserve for Temporary Loans 

In some cases it is necessary for the city to reduce tax 
bills because property owners have complained regarding 
excessive assessments. If the amoimt of the taxes is low- 
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If discount is allowed bills will be paid promptly. Otherwise payment will be made not later than the 15th of 
each montih, providing bills are filed with the Comptroller on or before the 3rd of month. 

Form XCII— INVOICE (Face) 
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Claim No. 
Warrant No. 


DEPARTMENT OP PUBLIC HEALTH 

Municipal Hospital Account 


Amount, $ 


To 


Salaries . . . . . 

Food Supplies . . . 

Drugs and Disinfectants 

Tobacco 

Feed, Hay and Straw . 
Shoes and Repairs . 

Dry Goods and Clothing 

Fuel 

Light and Power . . 

Building Repairs . . 

Telephones .... 
Furniture and Fixtures 
Printing and Stationery 
Tools and Equipments 
Lawns and Flowers. . 
Avio Maintenance . 
Horse Shoeing . . . 

Harness and Repairs . 
Insurance . . . . 

New Avio . . . . 

MiseeUaneous . . . 


P 

4 

HA 

P 



I 

P 




■v 




O 9 


5 * 

Co 



Form XCII (Back) 
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ered, the available balance for budget requirements is accord- 
ingly brought down. Likewise the appropriation account, 
Reserve for Tax Abatements, is affected. A budget entry 
therefore should be made. 

Appropriations 

Available Balance 


In the above case a reserve for tax abatements is provided 
for in the budget. (See Form LXXXIX.) As taxes are 
abated. Reserve for Tax Abatements and also Appropria- 
tions, the control account, will be charged, and Available 
Balance will be given credit. 

When the above journal entries are posted, statements 
of the condition of the budgetary accounts can be presented. 
The Funding Balance Sheet would show the following debit 
and credit accoimts: 


Funding 

Debit 

Estimated Miscellaneous 

Revenues 

Estimated Tax Revenues. . 

Available Balances 

Unapplied Cash Balances. . 


Balance Sheet 

Credit 

Appropriations 

Reserve for Purchase Orders 

Issued > . 

Reserve for Contracts 

Authorized 

Reserve for Temporary 
Loans 


Again it should be stated — and this point cannot be 
emphasized too frequently — that budget or fimding accounts 
are not to be considered as financial or operating accoimts. 
Their function is restrictive, since they operate as a control 
over authorizations which result in liabilities. 
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THE DIVISION OF THE ACCOUNTS OF A MUNICIPALITY 

Refebenge was made in the preceding chapter to the 
two types of accounting employed by a municipality. One, 
called financial accounting, is usually designated by the 
term proprietary; the other is known as budget or funding 
accotmting. 

The term proprietary is used to refer to the assets, lia- 
bilities, expenses, or revenues of a city. It will be found 
that the proprietary accounts are usually divided into sev- 
eral groups, the first of which is known as the general fund, 
or current fund, accounts. This name has been given to 
distinguish the assets which cait be applied to any of the 
general purposes of the city from assets which cannot be so 
applied. Proprietary accoimts dealing with items the use 
of which is restricted belong to a second group, known as 
the specific fund, or special fund, group. There may be any 
number of specific fund divisions, the most usual being the 
capital fund, sinking fund, and trust fund. Each of these 
divisions may represent a group of accounts of its o^. 
In the capital fund group of accounts appear the capital 
assets and liabilities of the city. Assets and liabilities in 
this group are separated from those in the general fund 
^oup for the reason that these assets, as a rule, are not 
acquired directly through taxation. In the sinking fund 
group are assets and liabilities pertaining to sinking fund 
operations. The trust fund group contains assets and lia- 
bilities which represent funds that must be applied to some 
particular purpose, or used in a manner designated by ordi- 
nance or by the wishes of those establishing the trust. 

415 
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Profit, and loss accounts are also proprietary accounts and 
support the operations of the general fund, capital fund, 
sinking fund, and the trust fund. 

Since expenditures cannot be made from any fund with- 
out authorization, aijd since it is necessary to make certain 
that authorizations are not exceeded, there will also appear, 
upon the books of a mimicipality, budget or ftlnding accoimts 
for each group of proprietary accoimts. For instance, there 
will be budget accounts supporting the operation of the 
general fund; budget accounts supporting the operation of 
the capital fund; budget accounts supporting the operation 
of the sinking fund; and budget accounts supporting the 
trust fund. 

What are the main accounts kept in each proprietary 
and budget division of the municipal accounting system? 
This question can best be answered by presenting and dis- 
cussing the more important accounts in each proprietary 
division and in each supporting budget or funding division. 


The General Fund 


The following proprietary accounts appear in the general 
group: , 


General Fund Accounts 


Assets 

Cash 

Current property taxes re- 
ceivable 

Other receivables 

Delinquent taxes receivable. 
Materials and Supplies. 


Liabilities 

Invoices or vouchers pay- 
able 

Warrants payable 

Temporary loans 

Reserves 

Surplus 

Surplus cash over im- 
mediate cash require- 
ments 

Surplus other assets over 
other liabilities includ- 
ing reserves 
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Expenses of administering 

each department 

Maintenance and operation 
expenses of each depart- 
ment 

Other expenses such as in- 
terest on funded debt. . . 


Revenues 

Revenues from taxes levies; 
Revenues from miscdlane- 
ous sources 


Budget accounts operated in conjunction with the above 
general fund accounts : 


Debits 

Estimated miscellaneous 

revenues 

Estimated tax revenues. . . 

Available balance 

Unapplied net cash balance 


Credits 

Unencumbered appropria- 
tions 

Reserve for contracts 

Reserve for purchase orders 
Reserve for temporary 

loans 

Surplus revenue 


In explanation of the accounts which appear in the list 
of general fund accounts given above, it might be stated 
that these accounts as listed represent those accounts which 
come into existence because of the general operations of the 
city. The amount of cash on hand equals the excess of cash 
collections over cash payments. It includes the cash bal- 
ances in the accounts of the several depositaries, petty cash 
advances made to the various departments having need of 
this^ type of fund, and receipts collected by departments but 
not yet deposited to the credit of the city treasurer. The 
current taxes receivable represents the total of the taxes 
which have been assessed against property owners but which 
have not as yet been paid or abated. Other receivables may 
include amounts to be paid to the general fund for invoices 
rendered, such as for the rental of city property, or amounts 
due from the sale of old material. The delinquent taxes 
receivable include only taxes of prior periods which are still 
uncollected. This account may be called tax levies, or tax 
sale certificates, in those cases where the municipality places 
a lien upon th^ property when the tax becomes delinquent. 
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Materials and supplies is a controlling account supported 
by a stores ledger which carries the details of the supplies 
which have been purchased in anticipation of departmental 
requirements. Invoices or vouchers payable is the total of 
invoices received and approved and awaiting the issuance of 
warrants. Warrants payable are orders drawn by the comp- 
troller or other authorized city ofl&cial upon the treasurer for 
the payment of invoices which are due. Temporary loans 
represent the amount due by the city for money borrowed 
to tide it over an emergency, or for money borrowed in 
anticipation of tax receipts. Reserves shown in the pro- 
prietary list of accounts are primarily valuation reserves 
offsetting the various receivables shown ^ assets. Many 
balance sheets prepared by municipalities show a separation 
of surplus as indicated above. The surplus cash over imme- 
diate demands for cash represents the excess of cash over 
invoices and warrants payable which are outstanding. Sur- 
plus other assets over other liabilities, including reserves, 
represents the excess of the total assets other than cash over 
all other liabilities. The sum of the two surplus accoimts 
will indicate the actual surplus balance existing in the 
general fund. 

Expense accounts are kept for each department sub- 
divided into salaries, repairs, materials used, wages, adver- 
tising, fuels, teaming and trucking, rentals, etc. The 
departmental budget allotments tend to determine the 
nature and number of accounts kept for each department. 
Revenue accounts g,ppear for the various t3rpes of revenue 
accruing or collected by the city as a result of the activities 
of the various departments. 

In the budget group of accoimts operated in connection 
with the general fund, estimated revenues represent the 
difference between the anticipated revenues and the realized 
revenues. Available balance is the amount which should 
be later converted into cash. The balance appearing in this 
accoimt should always agree with the balance of the amounts 
due to the city appearing in the tax. accounts, less any 
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tax reserves which have been established. Unapplied net 
cash balance is the difference between the cash account and 
the invoices payable and the warrants payable, as shown by 
the general ftmd proprietary group. It should equal the 
amount of surplus cash over the immediate demands for 
cash. The unencumbered balance of appropriations agrees 
with the sum of the amounts credited in the appropriation 
ledger to the various departments of the city against which 
no commitments have been made. Reserve for contracts 
and reserve for purchase orders show the extent to which 
appropriation balances are still encumbered. The surplus 
revenue account is a closing account and in many respects 
is similar to a profit and loss account. It does in budget 
accounting what a profit and loss account does in financial 
accounting. 

The Capital Fund Group 

In the capital fund group of the proprietary accounts, 
the following assets and liabilities appear: 


Debits 

Capital cash 

Materials and supplies .... 
Permanent properties: 

Land and buildings 

Sewers, water mains, etc. 
Pavements, street and 

sidewalks 

Reservoirs 

Bridges 

Grade crossings 

Piers and wharves 

Furniture and fixtures. . . 
etc. 


Credits 

Invoices payable 

Warrants payable 

Bonded indebtedness out- 
standing 

Reserve for depreciation on 
permanent properties 
Surplus cash over immedi- 
ate demands for cash. . . . 
Surplus of other assets over 
other liabilities and re- 
serves 


Budget accounts related to the capital fund group of 

proprietary accounts are as follows: 

Debits Credits 

Loans authorized and un- Unencumbered bond fund 

issued appropriations 

Unapplied capital cash Reserves for contracts 

bailees Unappropriated balances. . 
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The accounts which appear in the capital fund group 
are to a very great extent self-explanatory. The assets 
within this group are created in the main by the issuance of 
bonds. They are considerably more permanent in character 
than the assets which appear in the general group of accounts. 
This is true with one exception, cash. The amount of cash 
appearing in the cash accoimt in this group represents, in a 
general way, the proqeeds from bonds sold, which will be 
utilized in the purchase of additional properties or in the 
construction of new buildings, water-works, etc. Materials 
and supplies in the capital fund group includes material 
which will be used in the construction of new properties 
and equipment, or in repairing permanent properties. It 
differs from materials and supplies of the general fund, which 
deals with material consumed in the ordinary operations of 
the city. The budget accounts are similar in all respects to 
the budget accounts in the general group. Credits show 
both encumbered and unencumbered appropriations. Debits 
show the resources in the form of loans which have been 
authorized, but which to the present time have not been 
issued, and unapplied cash balances. 

The Sinking Fund Group 

In the sinking fimd group of the proprietary accounts 
are the following financial and nominal accounts: 

Debits 

Sinking fund cash 

Investments in city’s own 

bonds 

Investment in other bond 

issues 

Accrued interest on invest- 
ments 

Expenses of trustees of the 
: tanking fund 

If budget accoimts are employed in conjuncrtion with the 
above assets and liabilities of the sinking fund group, they 
are as follows: 


Credits 

Interest on investments ... * 

Sinking fund reserves 
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Debits Credits 

Sinking fund requirements; Reserve to meet debt at . 

Unapplied sinking fund maturity 

ca^ balances 

Sinking fund investments. . 

The only sources of income for the sinking fund, outside of 
interest on the bank balances and investments of the fund, 
arise in the general fund or the capital fund. A detailed 
explanation of the operation of the accounts in'^this group 
will be given under the chapter devoted to a discussion of 
the specific fund accounts. 


The Trust Fund Group 

The trust fund comprises the following assets and 
habilities: 


Assets 

Municipal utilities 

Cash 

Investments : 

Assessments receivable. . . . 

Accrued interest 

Special funds 

ImproyiBments in progress. 


Liabilities 

Invoices^payable 

Warrants payable 

Reserves for each trust 

fund 

Surplus cash over immedi- 
ate demands for cash — 
Surplus other assets over 
other liabilities 


Budget accounts, if kept for this group, show the 
following: 

Debits Credits 

Unapplied trust fund cash Improvement appropria- 

balances tions 

Available balances - Reserves for contracts .... 


The trust fund group of the proprietary and budget 
accounts is very similar to the capital fund and sinking fund 
groups. The assets and liabilities as a whole differ only in 
the uses to which they are put, but trust fund liabilities 
can be hquidated only by the specific assets of the trust fund. 
If thought desirable, separate balance sheets can be pre- 
pared for the different types of trusts. Thus a balance 
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sheet for assessment accounts would show the following 
assets and liabilities: 


Aseets 

Assessment cash balances; . 
Assessments receivable. . . . 
Unlevied local assessments; 


Liabilities 

Notes payable 

Warrants payable 

Reserve for abatement of 

assessments: 

Surplus. . 
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THE GENERAL FUND GROUP 

The current requirements of a city demand that funds 
be raised for the pa3mient of salaries, for the pirrchase of 
materials and supplies, for property replacements, and for 
payments on contracts which have been let. Funds raised 
to meet these expenditures are placed in the general fund. 
General fund assets and liabilities originate because of the 
necessity of carrying on the general work of the city, and 
include such accoimts as cash, taxes levied but imcollected, 
delinquent taxes receivable, invoices payable, warrants pay- 
able, and surplus. Operated in conjunction with the general 
fund accounts are the related budget accounts. Since the 
budget accounts show the amounts which have been appro- 
priated to each department, and the revenues which a city 
expects to re^-lize in order to pay authorizations, the gen- 
eral fund accoimts in this group will include estimated reve- 
nues, available balances, unapplied general cash balances, 
appropriations, and reserves. The budget or funding bal- 
ance sheet is a corollary balance sheet to the general pro- 
prietary balance sheet. The elimination of this balance sheet 
or the elimination of the budget accounts in the ledger would 
not in the least change the city^s current assets and liabilities. 
It would be difficult, however, to find out whether authorized 
appropriation balances in a given department were being 
exceeded, and whether revenues anticipated had come up 
to expectations. 

General Fund Activities 

The general fund transactions of a city, involving as they 
do changes in the current assets and liabilities and in the 

423 
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relate!^ budget accounts, can best be understood by refer- 
ence to the following activities, some of which are of almost 
daily occurrence: 

1. Determination of departmental expenditures by 
department heads for the ensuing fiscal period. 

2. Authorizations to incm liabilities as shown by the 
budget prepared by the legislative branch of the 
city. 

3. Estimation of the anticipated revenues which will 
be available for meeting budget authorizations. 

4. Determination of property assessments, the estab- 
lishment of the tax rate, and preparation of the 
tax registers showing the taxes assessed against 
each property owner. 

5. Collection of revenues from taxes and from mis- 
cellaneous sources.^ 

6. The encmnbering of departmental appropriation 
balances, and the recording of the resultant pay- 
rolls, materials invoices, and contractual charges. 

7. The issuance and payment of city warrants to 
liquidate the aforesaid liabilities. 

8. Transfer of cash to the sinking or other fimd 
accounts. 

9. Closing the general accounts of the city and the 
preparation of balance sheets, and the determina- 
tion of unexpended appropriation balances. 

•s / 

To illustrate the above, entries will be given to show the 
changes taking place in the general fund group of both the 
proprietary accounts and the budget accounts of the City 
of X for the year 19 — , the budget of which appears on page 
415. Before presenting these entries, it is necessary to 
show the condition of the books of the municipality at the 

* In many cities the taxes are not collected by city authorities but by 
county officials, who turn over the proper amount to each of the taxing bodies, 
park district, city, county, state, school district, et dl. In such cases the 
county collector retains a fee for liis services. This fee, like tax abatements, 
diiould be treated as an appropriation.. 
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close of the preceding year. The balance sheets given below 
contain the general fund accounts of both the proprietary 
and budget groups as of the beginning of the current year. 
All expense and revenue accounts were closed into surplus 
and the unexpended appropriation balances lapsing at the 

close of the year were transferred into surplus revenue: 

\ 

Statement of the Gbneeal Fund 
January 1, 19.. 

Assets Liabilities 

Delinquent Taxes $63,427.14 Invoices Payable $4,000.00 

Cash 36,882 . 91 . Warrants Payable 2,018 . 76 

Surplus Cash over Im- 
mediate demands for 


Cash 30,864.16 

Surplus other Assets 
pver other Liabilities . 63,427 . 14 

$100,310.05 $100,310.05 


Statement of Budget Accounts — General Fund 
January 1, 19 . . 

Debits Credits 

Available Balance $63,427 . 14 Reserve for Purchase 

Unappli^General Fund Orders Issued $44,291.30 

Cash mlance 30,864 . 16 Surplus Revenue 60,000 . 00 

$94,291.30 $94,291.30 

1. Determination of departmental expenditures. The 
preparation of a department budget does not result in 
either an increase or decrease of any of the assets or liabil- 
ities, and therefore no entry will be made in the general 
group of proprietary accounts. An estimate of the expenses 
for the ensuing year does not give a department head or 
city official the privilege of expending the city’s funds; 
therefore no entry will be made in the general group budget 
or funding accounts. 
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2. According to the budget the legislative body of the 
city authorizes for the ensuing year departmental expendi- 
tures aggregating $1,291,465. This involves an entry in the 
general group of funding accounts as follows: 

Budget Revenues $1,291,465 . 00 

Appropriations or Authorizations to 

Incur Liabilities $1,291,465.00 

3. An analysis of the budget shows that there is avail- 
able surplus revenue of $50,000 and that miscellaneous reve- 
nues total $221,650. The balance is to be raised by a gen- 
eral property tax» The following budget entry will be made: 

Surplus Revenues. $60,000.00 

Estimated Miscellaneous Revenues 221,650.00 

Estimated Tax Revenues 1,019,815 . 00 

Budget Revenues $1,291,465.00 

4. City assessors report that taxable properties should 

be valued for tax purposes at $32,675,000. Since it is neces- 
sary to raise $1,019,815 through property taxes a tax rate 
per himdred dollars of assessed valuation will be determined. 
Each property owner will accordingly be gendered a bill 
showing the amount of tax due, which equals his assessment 
multiplied by the tax rate. The city keeps a record of all 
taxes levied in a register known as a Tax Duplicate (Form 
XCIII). When the tax duplicate is prepared, the account- 
ing department is advised as to the gross amount assessed 
against property owners. The duplicate shows taxes 
totaling $1,045,311.21. This information will be the basis 
of two general fund entries, one in the proprietary accounts 
and the other in the budget accounts. In the proprietary 
accoimts the entry will be: ^ 

Ounent Taxes Receivable $1,045,311 . 21 

Revenue from Taxes $1,046,811.21 

In the budget group of accounts this entry will be made: 

Avaflable Balances $1,045,811.21 

Estimated Tax Revenues $1,045,311 . 21 
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6. The revenue received by the city treasurer from taxes 
levied totals $1,073,918.75, of which $42,018\00 was on 


DUPLICATE -PROPERTY TAX ASSESSMENTS 
CITY OF X 


Ward 

Street 

Block 


Lot 

Number 

Location 

Name of Owner 

Assessed 

Value 

i 

Tax 

Abate- 

ments 

Net 

Tax 

Date 

Paid 
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PROPERTY TAX DUPLICATE 


account of delinquent taxes, and from miscellaneous sources, 
$237,926.18. The proprietary entry is as follows: 

Cash $1,311,844.93 


Current Taxes Receivable 

Delinquent Taxes 

MisceUaneous Revenues . . 


$1,031,900.76 

42,018.00 

237,920.18 
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To record the receipt of miscellaneous revenues and assessed 
taxes as per tax receiver’s cash book. 

The budget entry is: 

Uztapplied General Fund Cash Balance $1,311,844.93 

Estimated Miscellaneous Revenues. . . $237,926.18 

Available Balances $1,073,918.76 

The transfer from estimated miscellaneous revenues and 
available tax balances to the imapplied cash balances is 
made to show that assets which are very liquid in character 
are available for budget expenditures. 

6. Departmental commitments, as shown by payrolls and 
purchase orders issued, amount to $1,209,468.17. The bud- 
get entry will show that the appropriations, which up to this 
point amounted to $1,291,465.00, have now been reduced by 
$1,209,468.17; the entry will be supported by payroll rec- 
ords, and registers of purchase orders issued and contracts 
authorized. The maximum available for expenditures can- 
not be exceeded. The budget entry is: 

Appropriations or Authorizations to 

Incur Liabilities $1 ,209,468 . 17 

Reserve for Purchase Orders Issued. . . $1,209,468. 17 

The above entry is supported by information appearing in 
registers showing purchase orders which have been signed 
and issued and the appropriation accounts against which 
they are to be charged. 

Invoices for materials and for services perfohned in 
accordance with the terms of purchase orders issued, if prop- 
erly certified, will be recorded in the Register of Invoices 
Payable (Form XCIV), the expense or the asset acquired 
being properly classified. This register may be divided into 
several sections, one for each main department. At the end 
of the month the totals of the coliunns in each section may 
be used as the basis of journal entries recording the charges 
against the proper departmental expense control accounts. 
The details of departmental expenses may be kept in an 
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Expense Ledger (Form XCV) controlled by a departmental 
expense accoimt in the General Ledger. The journal entries 
to record this information areonade for the general fund 



Form XCIV 

REGISTER OF INVOICES PAYABLE 



Form XCV 

EXPENSE LEDGER ACCOUNT 
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proprietary and budget accounts. In the proprietary group 
the entry is: 

Sundry Depaiimental Ikpenses $1,100,000.00 

Invoices Payable $1,100,000.00 

The journal entry in the related budget accounts is: 

Reserve for Purchase Orders Issued $1,100,000.00 

Unapplied General Fund Cash Balance. $1 , 100,000 . 00 

The certification and approval of invoices create an imme- 
diate demand for cash and thus reduce the unapplied cash 
balance. 

7. When an invoice is approved, the comptroller draws a 
warrant which the creditor presents to the treasurer for pay- 
ment. The comptroller of the City of X drew warrants 
totaling $1,052,760.00 for the payment of invoices received. 
Warrants are liabilities payable upon demand, and the 
change from invoices payable to warrai^ts payable is shown 
in the general fund proprietary accounts: 

Invoices Payable $1,062,760 . 00 

Warrants Payable $1,052,760.00 

If the city treasurer were to pay $995,000.00 of the 
above warrants, the journal entry would be: 

Warrants Payable $995,000 . 00 

Cash $995,000.00 

No supporting budget entries would be required as the status 
of the budget accounts would not have changed because of 
either of the preceding transactions. 

8. Since the city in its appropriations has made pro- 
vision for the amortization of the bonded debt, cash will 
be transferred by the treasurer from the general fund to 
the sinking fund commissioners. General fund entries will 
be made affecting the proprietary and budget accoimts: 


Sinking Fund Elxpenses $52,800 . 00 

Cash $62,800.00 

Appropriations $62,800.00 

Unapplied General Fund Cash Balance. $62,800 . 00 
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9. In closing the books of the city, the procedure adopted 
by commercial enterprises is adhered to. The expense and 
revenue accounts of the general fund group are closed into 
the surplus account. If, at the end of the fiscal year, there 
are imexpended appropriation balances, these balances will 
be closed into surplus revenue. Balances remaining in the 
estimated miscellaneous revenues are also closed into this 
account. The closing entries in the proprietary accounts of 
the general fimd group are: 

Surplus $1, 152,800 . 00 

Sundry Departmental Expenses $1,100,000.00 

Sinking Fund Expenses , . 52,800 . 00 

To close expenses into the general surplus account. 

Revenues from Taxes $1,045,311 . 21 

Miscellaneous Revenues 237,926 . 18 

Surplus $1,283,237.39 

To close revenues into the general surplus account. 

In the budget or funding accounts the following closing 
entries appear: 

Appropriations $29, 196 . 83 

Estimated Tax Revenues 25,496 . 21 

Estimated Miscellaneous Revenues 16,276.18 

Surplus Revenue $70,969.22 

The following statements show the general fund assets 
and liabilities and the condition of the general fund budget 
accounts after the closing entries have been made. 

Gknbral Fui«> Balance Sheet — Proprietary Accounts 


Assets 

City op X 

December 31, 19. . 

Liabilities 


Delinquent Taxes 

. $21,409.14 

Invoices Payable 

$51,240.00 

Current Taxes 


Warrants Payable 

59,778.76 

Receivable 

. 13,410.46 

Surplus Cash over im- 


General Fund Cash . . . 

. 300,927.84 

mediate demands for 

Cash 

Surplus other Assets 
' over other Liabilities . 

189,909.09 

34,819.60 


$335,747.44 


$335,747.44 
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OamBBAL Fund Dalancs SHasTD—BuDosT Accounto 

CJiTT OF X 

Debits 

Available Balance 

Unapplied General Fund 
Cash Balance 

$224,728.69 $224,728.69 

In addition to the balance sheets of the general fund 
group, the following statements are presented: 

(а) Statement of cash receipts and disbursements 

(б) Statement showing the unexpended balance of 
each appropriation account 

(c) Statement of revenue and expenditures (Form 
XCVI) 

(d) Analysis of each departmental appropriation 
account showing the amounts expended (Form 
XCVII) 


December 31, 19 — 

Credits 

$34,819.60 Reserve for Purchase 

Orders Issued $153,759.47 

189,909.09 Surplus Revenue 70,969.22 
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Summary of Accounting Records of the General Fund 

Group 

In the foregoing pages reference has been made to the 
principal accounting book^ of a city. The two most impor- 
tant books are the Journal and Ledger. The general ledger 
control accoimts are supported by; 

(a) Tax Duplicates, showing the detail of the delin^ 
quent and current taxes. 

(b) Miscellaneous Revenue Ledger, containing 
accounts showing miscellaneous revenues, such 
as mercantile license charges, unpaid rents, 
franchise charges, etc. 

(c) Appropriation Ledgers, detailing the authoriza- 
tions approved for each department and showing 
the expenditures made. 

(d) A Materials and Supplies Ledger, in those cases 
where the volume of supplies warrants it. 

(e) An Invoice or Vouchers Payable Ledger, which 
supports the invoice payable controlling account. 

(/) Registers of Purchase Orders Issued and Con- 
tracts Authorized, containing the detail support- 
ing the corresponding budget accounts. 

(g) Warrants Register, , in which are listed the num- 
ber of the warrants issued in payment of out- 
standing invoices. 

Journal entries are summary in form and are supported 
by budget ordinances, the treasurer's statement of cash 
receipts and disbursements, summaries of purchase orders 
issued, tax duplicates, stores requisitions, warrants issued, etc. 
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ACCOUNTING FOR SPECpiC FUNDS 

The resources of the general fund are available for the 
payment of any indebtedness authorized by the legislative 
body of a municipality. Most cities have, however, in addi- 
tion to the resomces of the general fund, other resources 
which can be utilized for the payment of*Specified liabilities. 
For instance, while the resources of the general fund are 
usually expended in carrying on the work of the various 
departments of a city, the resomces of specific funds are 
applied to the payment of special liabilities, or are used to 
acquire certain kinds of assets. There may be many sepa- 
rate specific fluids, each one being used in a manner deter- 
mined by law. The more important of these specific funds 
are fche Capital Fimd, Sinking Fund, and Trust Fund. The 
Sinking Fimd and Trust Fund may be further subdivided, 
each subdivision created having a particular duty or work 
to perform. A city having ten bond issues outstanding 
may have a separate sinking fund for the redemption of 
each issue. Trust funds may likewise be numerous; the 
purposes underlying the creation of each trust fund deter- 
mine the character of the expenditures. The accoimting 
for the Capital Fund will now be discussed, to be followed 
by a few remarks on the nature and operation of the Sinking 
Fund and the Trust Fund. 

(A) Capital Fund 
Need for Capitfil Fund Accounts 

A city's current operating and administr^ive require- 
ments as expressed by the general budget are met out of 

436 
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the funds accumulated through tax levies of various kinds, 
and appear in that portion of the proprietary accounts 
designated as current or general account, or current or 
general fund. 

The consumable assets and current liabilities shown in 
this group form but one part of a city^s assets and liabili- 
ties. A municipality, like a large business corporation, has 
need for assets which are permanent. It must decide 
whether efficiency will result and costs will be lowered by 
purchasing assets which will have to be replaced each year, 
or by purchasing assets which will last for many years. If 
thc^ former idea could be satisfactorily applied, then a 
mimicipality would probably finance itself by tax levies 
only, and all of the accounting would center aroimd the 
general fimd group of proprietary and budget accounts, 
the latter controlling expenditures.. A city, however, does 
not formulate policies which will require the yearly replace- 
ment of assets. Like the business man, it must be guided 
by future requirements and the profitableness of the invest- 
ments which it makes. If administrative buildings, libraries, 
museums, schools, police and fire stations, disposal plants, 
etc., should all have to be supplied at one time for the 
general welfare of the citizens, the outlay would be tremen- 
dous. Assets of this character may require repairing yearly, 
but not replacing, since they will serve the purpose for 
which they were constructed for many years. It is, there- 
fore, not reasonable to suppose that the cost of these assets 
should be met out of the tax levies for any one year. These 
assets, once acquired, are of benefit to the citizens for years 
to come. It is customary, therefore, for cities to finance 
assets of this type in other ways. The usual plan is to 
borrow funds by issuing bonds. These bond^ may mature 
serially or they all may fall due at the same time. Tn 
either event they must be paid at maturity (the date of 
payment is sometimes deferred by an issue of refimding 
bonds), and it is necessary to accumulate funds to retire 
the bonds as they fall due. If new bonds are not issued 



436 


ACCOUNTING FOR SPECIFIC FUNDS 


to take up the old, the required funds can be secured only 
throu^ taxation. If a city were to issue $25,000,000 of 
bonds due in 25 years, for some contemplated improve- 
ments, the fimds to repay the issue would be accumulated 
year by year through taxes. It would be just as unfair to 
tax th^ citizens for the $25,000,000 in the year of the 
maturity of the bonds as it would be to tax them in the year 
the $25,000,000 was spent for new construction. In the 
latter case the citizens would be paying in one year for 
improvements which would benefit the citizens in future 
years. If the former plan were followed, then the tax- 
payers shouldering the burden in the year the bonds fell 
due would be paying for services and benefits rendered many 
years ago. The obvious method, therefore, is to Spread the 
burden by yearly contributions from taxes to a sinking fund. 
If the municipality could secure 4 per cent annually on its 
investments, in order to retire the above bonds at the end 
of 25 years, and to spread the load equitably over each 
year, a contribution from taxes amounting to $600,299.07 
would have to be made each year to a sinking fimd. These 
yearly^contributions together with interest aiccrctions would 
enable the city to accumulate a sufficient fund to retire the 
bonds jit maturity. Appropriations, shown in the general 
city budget, would provide for the payment of interest on 
the outstanding bonds and for the necessary contribution 
to the fund for retiring the bonds. 

The fixed assets, together with those accounts to be con- 
verted into fixed assets, such as unexpended cash acquired 
through bond sales, would be segregated from the general 
fund assets and carried in that division of the accounts 
known as the capital fund group, or capital accounts.^ The 
capital fund group also contains budget accounts, since it 
is necessary to keep a check oh all funds realized from the 
^e of authorized bonds, and to see that these funds are 

^ A recent innovation in municipal capital accounting procedure provides 
for the elimination of the fixed assets and the substitution of an account called, 
Revenue to be raised by future taxation.” 
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devoted to the specific purchase or construction for which 
the bonds were issued. The final accounting for the trans- 
actions recorded in these groups takes the form of journal 
entries, and ledger postings. The journal entries are sup- 
ported by information contained in various books, docu- 
ments, and records, to which reference will be made as each 
journal entry is considered. 

Let it be assumed that the following assets and liabili- 
ties appeared in the capital account balance sheet of the 
City of X as of January 1, 19 — : 


Statement as of January 1, 19. . 


Assets 


Liabilities 


Capital Cash 

Land, Buildings and 

$6,351.13 

Bonded Indebtedness 
Reserve for Deprecia- 

$570,200.00 

Structures 

1,099,847.92 

tion 

161,000.00 

Uncompleted Improve- 

Capital Surplus; 


ments 

Furniture, Fixtures 

46,214.99 

Surplus — Cash over 
immediate demands 


and other Equip- 


Cash 

6,351.13 

ment 

84,660.05 

SmT)lu8 — Other Assets 
over other Liabilities 
and Reserves 

499,522.96 


$1,237,074.09 

$1, 237^074. 09 


The status of the supporting budget or funding accoimts 
as of the same date would be reflected in the balance sheet : 


Budgeted Loan Funds 
Statement of January 1, 19. . 


Debits Credits 

Unapplied Capital Cash Reserve for Contracts . . . $6,351 . 13 

Balance $6,351 . 13 


$6,351.13 


$6,361.13 
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Cliaracter of Capital Accounts 

Cash in the capital accounts balance sheet represents 
the amount of cash received from the sale of bonds which 
has not been expended. Land, Buildings, and Structures, 
is a general ledger controlling account, which may be sup- 
ported by detailed schedules of land, buildings, and struc- 
tures, appearing in one or more subsidiary ledprs. Uncom- 
pleted Improvements shows the amounts which have been 
expended on various projects in the course of completion; 
these may include park improvements, paving improve- 
ments, construction of school buildings, police stations, etc. 
This accoimt is supported by a cost ledger showing the 
amounts spent on the improvements. This cost ledger 
shows for each improvement the amount appropriated and 
the amounts expended; the latter are subdivided into cost 
divisions which include architects^ fees, excavations, engi- 
neering, etc. The Bonded Debt of the city appears in detail 
in the bond ledger. Capital Surplus represents the excess 
of the capital assets over the capital liabilities. Unapplied 
Capital Cash Balance is a budget account which shows the 
amount of cash available for paying encumbered appropria- 
tion balances illustrated in this connection by Reserve for 
Contracts. All the above accounts discussed are general 
ledger accounts. 

To illustrate the journal entries made, involving debits 
and credits to the above accounts, let us assume that the 
following activities take place dming the fiscal year: 

(1) The legislative body of the city authorizes public 
improvements estimated to cost $2,000,000. To ^ance 
the contemplated improvements, bonds to the value of 
$2,000,000 are to be issued when and as funds are required. 

(2) At various times bids for the work are submitted 
by contractors. Contracts drawn for bids accepted by the 
city total $1,663,000. 

(3) On March 1, when some contracts are well under 
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way, $ 1400,000 of the authorized bonds are sold at par and 
delivery is made. 

(4) Invoices submitted by contractors for work com- 
pleted in accordance with the terms of their contracts, and 
audited, total $1,200,000. These include invoices for com- 
pletion of improvements which were in process at the begin- 
ning of the year. 

(5) Warrants issued to cover invoices received total 
$1,050,000. 

(6) To pay warrants issued, temporary or emergency 
loans were authorized, and such loans have been made by 
the city treasurer to the amount of $150,000. 

(7) Warrants paid total $1,012,000. 

(8) Additional bonds to the extent of $300,000 are sold 
at par and delivery is made. 

(9) Warrants are drawn to cover temporary loans, and 
these warrants are presented to the city treasurer for 
payment. 

(10) Completed improvements valued at $850,000 are 

transferred from Uncompleted Improvements to Land, 
Buildings and Structures. ^ 

(11) Reserve for Depreciation is to be credited with an 
additional $85,000. 

Again we find a limitation placed upon the expenditures 
of city officials. To know at all times what appropriation 
balances are unencumbered and what resources are avail- 
able for meeting these liabilities, budget entries as well as 
proprietary entries must be ma^e. In order that the dis- 
tinction between proprietary entnes and budget entries may 
be clearly noted, the entries will be placed in parallel columns. 
In actual practice the entries would be recorded in regular 
journal entry form, the type alone differentiating the pro- 
prietary from the budget entry. 
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In the proprietary accounts the entry records the sale of bonds, details of which appear in a subsidiary bond ledger. The bu( 
entry shows that Loans Authorized and Unissued have been reduced by $1,100,000, while the capital cash balance 
been increased by the same amount. 
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7. Warrants Payable $1,012,000.00 No entry. 

Capital Cash $1,012,000.00 

The peying of a warrant reduces cash and decreases a liabiU^. The adjustment of unapplied capital cash was prevkHjr 
nade in ^ budget accounts. 



8. Capital Cash.' $300,000. 00 Unapplied Capital Cash 

Bonded Indebtedness ... . $300,000.00 Balance $300,000.00 

Loans Authorized and 
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The above entries are made as occasion demands, and 
merely summarize more detailed entries. After all postings 
have been made to the general ledger accoimts, the following 
balance sheets can be presented: 

Capital Account Balancb Sheet ' 

I 

Statement as of December 31, 19.. 

Assets Liabilities 


Capital Cash 

$394,351.13 

Bonded Indebtedness. .$1,970,200.00 

Land, Buildings and 




Structures 

, 1,949,847.92 

Invoices Payable 

150,000.00 

Uncompleted Im- 


Warrants Payable .... 

38,000.00 

provements 

. 396,214.99 

Reserve for Deprecia- 


Furniture and 


tion 

246,000.00 

Fixtures 

. 84,660.05 

Capital Surplus: 

Surplus cash over im- 
mediate demands for 

cash 

Surplus other assets 
over other liabilities 
and reserves 

206,351.13 

/ 

214,522.96 


$2,825,074.09 $2,825,074.09 



Budqeted 

Loan Funds 

Statement as of December 31, 19. . 

Debits 


Credits 

Loans Authorized and 

Unissued 

Unapplied. Capital 
Cash Balance. ..... 

$600,000.00 

206,351.13 

Bond Fund Appropria- 
tions $337,000 . 00 

Reserve for Contracts . 469,351 . 13 


$806,351.13 

$806,351.13 


The above shows that contracts which have been let 
and which in all probability will become liabilities total 
$469,351.13. Appropriations unencumbered total $337,000. 
These prospective liabilities can be paid from the proceeds 
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of unissued loans which may be sold, and from the unen- 
ciunbered capital cash balance of $206,351.13. 

A city in undertaking certain kinds of improvements, 
such as street paving, often assesses the property owners 
directly benefiting thereby. The assessment may repay the 
city in full or it may only represent a certain precentage of 
the value of the improvement. If in the illustration cover- 
ing improvements $100,000 was spent on street paving, the 
city might assess the benefiting property owners $50,000. 
The assessment would be equivalent to a tax, and a journal 
entry might be made in the proprietary accounts charging 
Assessments Receivable and crediting Capital Surplus. 
Very often improvements undertaken by a city, the cost of 
which is to be borne by the city and benefiting taxpayers, 
are handled through special funds, known as trust funds, 
which will be discussed later. 

(B) Sinking Fund 

Nature of Sinking Fund 

A sinking fund is usually created for the purpose of 
accumulating cash or other assets for the payment of lia- 
bilities which are to mature. To establish a sinking fund, 
assets may be contributed by other funds, or a tax may be 
levied, or certain existing revenues may be appropriated. 
Once the fimd has been established it may grow slowly 
through interest earnings, or more rapidly through trans- 
fers from other funds. The general budget as a rule contains 
an appropriation for the sinking fund. Sinking fund accounts 
should show at all times the cash, securities, and other 
assets actually on hand, and also the amount which should 
be on hand. If a city were to sell an issue of bonds totaling 
$1,000,000 maturing in 10 years, yearly contributions would 
have to be made to the sinking fund in order to enable the 
city to pay its bond obligation at maturity. If the city 
could cam 4 per cent on its sinking fund contributions the 
amount which would have to be contributed yearly would 
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be SS3)291. The net assets at any given time should equal 
the theoretical value of the sinking fund at that time. 
Sinking fund requirement entries are therefore budget con- 
trol entries, while the sinking fund assets and liabilities are 
proprietary. Let it be assmned that the following balance 
sheets relate to the sinking fund activities of the City of X 
as of January 1, 19 — : 

SiNEiNQ Fund Balancx Sheet 


Assets Liabilities 

Sinking Fund Cash $80,000 Reserve to Retire Bonds . . $80,000 


$80,000 $80,000 


Sinking Fund Requibements Balance Sheet 

Debits ’ Credits 

Unapplied Sinking Fund Reserve to Retire Bonded 

Cash $80,000 Debt at Maturity $80,000 


$80,000 


$80,000 



During the curreut yenr the following proprietary and budget entries would be made: 
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Investments made by sinking fund trustees from cash balances. 
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The balance sl^t as of December 31, 19 — , would show 
the following: 

SiNKiNQ Fund Balai^cb Sheet— December 31, 19. . 


AEBets liabilities 

Sinking Fund Cash $36,000 Reserve to Retire Bonds .. $136,000 

Sinking Fund Invest- 
ments 100,000 


$136,000 $136,000 


Sinking Fund Requibements Balance Sheet — December 31, 19. . 


Debits Credits 

Unapplied Sinking Fund Reserve to Retire Bonded 

Cash../ $36,000 Debt at Maturity $136,000 

Sinking Fund Invest- 
ment 100,000 


$136,000 V $136,000 


Statements of sinking funds and their operation are usu- 
ally accompanied by statements of sinking fund cash receipts 
and disbursements. The books and records of the sinking 
fund trustees are limited to a cash book, register of securi- 
ties owned, and reports to be forwarded at intervals to the 
city comptroller. 


(C) Trust Fund 

The third division of specific fund accounting pertains 
to trust funds. These accounts should be kept separate 
from the general, capital, and sinking fimd groups. They 
deal with resources and liabilities which are handled by the 
city in an advisory or agency capacity. The accounts of 
public utility enterprises operated by the city belong in this 
group. Assessment accounts, covering improvements under- 
taken by a city, the financing of which may be borne partly 
by the city and partly by taxpayers who are directly bene- 
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fited, are also included. There is no uniformity in accoimt- 
ing for assessments, and they are sometimes handled as 
sinking fund accounts, especially in those instances when 
proceeds from assessments are to be utilized in retiring 
assessment bonds. The trust funds also include resources 
administered by the city acting in the capacity of a trustee 
in accordance with the wishes of certain individuals. 

When the trust f\md group includes accounts representing 
the operating of utilities, for various reasons the utility 
accounts must be separated from other accounts in the group. 
Any profit arising from the operation of these enterprises 
can be utilized to reduce taxation requirements as shown 
by the budget. On the other hand, deficits incurred can only 
be met out of the general fund. The net results of the 
operations of the utilities appear in the trust fund balance 
sheet. The accounts kept and the methods of recording the 
utility operations are similar to those employed by private 
corporations in the conduct of similar enterprises. Budget 
accounts are often set up in conjunction with the proprie- 
tary accounts of this group. They are similar to the budget 
accounts of the general fund group covering appropriations, 
reserves, unapplied cash balances, sm*plus, etc. 

Improvements must be authorized by an ordinance, 
which provides the necessary appropriation and the means 
for financing it. Contracts for making the improvements 
must be let, and invoices rendered must be paid. After 
completion of the improvements the benefiting property 
owners are assessed. Assessments levied are entered in an 
Assessments Receivable account, which is controlling in 
nature. Details appear in subsidiary ledgers and show the 
names and addresses of the property owners assessed, and 
the character of the assessment, such as paving, curbing, 
grading, etc. Finally the amount of the city’s share of the 
improvement, together with the offsetting amount of indebt- 
edness incurred, should be transferred to the capital division 
of the city’s accounts. The collection of the assessments, 
therefore, by the trust division should provide sufficient cash 
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for the retirement of that portion of the debt incurred by 
the city which was assessed against the property owners. 

The character and content of the proprietary and budget 
entries which are made in this group will be similar to 
the general fund, the capital fund, and the sinking fund 
entries. Attention, therefore, will only be called to the 
trust balance sheets of the City of X as of December 
31 , 19 —. 


Trust Fund Balance Sheet, December 31, 19 . . 


Assets 

Gas Plant $387,282.65 

Local Improvements not 

assessed 83,983 . 20 

Assessments Receivable. 24,646 . 27 

Cash 108,487.36 

Police and Fire Pension 

Fund 22,126.79 

City's Shai^e Improve- 
ments 39,423.66 


$665,949.93 


Liabilities 

Bonds $462,200.00 

Invoices Payable 2,651 . 85 

Police and Fire Pension 

Fund Reserve 22,126 . 79 

Gas Plant Surplus 7,755 . 55 

Trust Fund Surplus 
Cash over immediate 
demands for cash .... 105,835 . 51 
Surplus Assets over all 
other liabilities and 
reserves 65,380.23 


$665,949.93 


Funding Balance Sheet 
Trust Funds 
December 31, 19. . 

Debits Credits 

Unapplied Trust Fund Improvement Appropri- 

Cash Balance $105,835 . 51 ations $50,000 . 00 

Available Balance 24,646 . 27 Reserve for Contracts . . 80,481 . 78 

$130,481.78 $130,481.78 
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ANNUAL REPORT 

Requirements of an Annual Report 

in preparing the annual statement showing the opera- 
tions and financial condition of a city, a comptroller may 
submit considerable information concerning the city’s 
accounts. The annual report may contain: ^ 

(а) Statements of Appropriations authorized for the 

General Fund 
Specific Funds 
Capital Fimd 
Sinking Funds 
Trust Funds 

(б) Statements of Cash Receipts and Disbursements 

in connection with each of the firnds. 

(c) Balance Sheets covering each of the fimds divided 

into 

Proprietary Accoimts 
Budgdi or Funding Accounts 

(d) Consolidated Balance Sheet of all funds divided : 

Proprietary Accounts 
Budget or Funding Accoimts 

(e) Details of the Bonded Indebtedness 

(f) Exhibits showing 

Changes in capital surplus during the year 
Composition of fixed assets 
Delinquent taxes 
Securities in the Sinking Funds 

(g) Appropriations and Expenditures of each depart- 

ment showing unexpended balances. 

(h) Comparative Statements of various kinds, such as 

Valuation of Assessed Properties 
Changes in tax rates over a series of year^ 
Comparative administrative costs, etc. 
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A considerable proportion of the information furnished 
in the statements and exhibits listed above is obtained from 
records previously mentioned. 

Construction of the Consolidated Balance Sheet 

The Consolidated Balance Sheets are summaries of the 
accounts appearing in the General Ledger. So far, in these 
chapters, each section or division of the accounts of a mimici- 
pality has been presented as if it were distinct and separate 
from all other divisions. In reality all accounts listed in 
the foregoing descriptions of the General, Capital, Sinking, 
and Trust Funds, with the exception of utility accounts, 
appear in the General Ledger. Consolidated Balance Sheets 
or Divisional Balance Sheets could be separately prepared 
from a trial balance of the City .of X, which would reveal 
the following account balances: 


Trial Balance — December 31, 19. . 
CITY OF X 


Delinquent Taxes $21,409 . 14 

Current Taxes Receivable 13,410 . 46 

General Fund Cash 300,927 . 84 

Available Balance General Fund 34,819 . 60 

Unapplied General Fund Cash Balance . . 189,909. 09 

Warrants Payable — General Fund 

Invoices Payable — General Fund 

Surplus — General Fund 


Reserve for Purchase Orders Issued — 

General Fund 

Surplus Revenue — General Fund 


Capital Cash 394,351 . 13 

Land, Buildings and Structures — Capital 

Account 1,949,847 . 92 

Uncompleted Improvements — Capital 

Account 396,214 . 99 

Furniture, Fixtures and Other Equip- 
ment — Capital Account 84,660.06 


$59,778.76 

61,240.00 

224,728.69 

153,759.47 

70,969.22 
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Bonded Debt — Capital Account 

Invoices Payable — Capital Account 

Warrants Payable — Capital Account... . 

Reserve for Depreciation 

-Capital Surplus 

Loans Authorized and Unissued 

Unapplied Capital Cash Balance 

Bond Fund Appropriations 

Reserve for Contracts 

Sinking Fund Cash 

Unapplied Sinking Fund Cash 

Sinking Fund Investments 

Sinking Fund Investments 

Reserve to Retire Bonds 

Reserve to Retire Funded Debt at Ma- 
turity 

Gas Plant 

Local Improvements not assessed 

Assessments Receivable 

Cash — Trust Fund 

Police and Fire Pension Fund 

City’s Share Improvements — Trust 

Funds 

Unapplied Trust Fund Cash Balan^s . . . 

Available Balance — Trust Funds 

Improvement Appropriations — Trust 

Funds 

Reserve for Contracts — Trust Funds — 

Bonds Outstanding — Trust Funds 

Invoices Payable — Trust Funds 

Police and Fire Pension Fund Reserve . . 

Gas Plant Surplus 

Surplus — Trust Funds 


600 , 000.00 

206 , 361.13 


36 , 000.00 

36 , 000.00 

100,000.00 

100,000.00 


1 , 970 , 200.00 

160 , 000.00 

38 , 000.00 

246 , 000.00 

420 , 874.09 


337 , 000.00 

469 , 361.13 


136 , 000.00 


136 , 000.00 

387 , 282.65 

83 , 983.20 

24 , 646.27 

108 , 487.36 

22 , 126.79 


39 , 423.66 

105 , 835.61 

24 , 646.27 


60 , 000.00 

80 . 481.78 
462 , 200.00 

2 , 651.85 

22 . 126.79 
7 , 755.65 

171 ) 215.74 


$ 5 , 260 , 333.06 $ 6 , 260 , 333.06 


By grouping accounts of like character, the city^s finan- 
cial condition can be shown in two Consolidated Balance 
Sheets, one for the proprietary accounts -and one for the 
budget accounts. 
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Statement of Pbopribtahy Accounts — December 31, 19. . 

CITY OF X 

Assets 

Cash $839,766.33 

Taxes and Assessments 59,465 . 87 

Pension Funds 22, 126 . 79 

Investments 100,000 . 00 

Land, Buildings, Structures and Improvements 2,376,554 . 23 

Uncompleted Improvements 480,198 . 19 

Fiuniture and Fixtures 84,660 . 05 


$3,962,771.46 


Liabilities 

Bonded Debt $2,432,400 . 00 

Warrants and Invoices Payable 301,670.60 

Reserves: 

For Depreciation 246,000 . 00 

For Trust Accounts .* 22,126 . 79 

For Bonded Debt Retirement 136,000 . 00 

Surplus — Cash over Immediate Requirements 538,095 . 73 

Surplus — Other assets over other liabilities 286,478 . 34 


$3,962,771.46 


Statement op Funding Accounts — December 31, 19. . 

CITY OF X 

Debits 

Loans Authorized and Unissued $600,000 . 00 

Available Balances • . 59,465 . 87 

Unapplied Cash Balances 538,095 . 73 

Sinl^g Fund Investments 100,000 . 00 


$1,297,561.60 


Credits 

Appropriations Unencumbered $387 ,000 . 00 

Reserves for Contracts, Bonded Debt Retirement, and Pur- 
chase Orders 839,592 . 38 

Surplus Revenue — ^Unappropriated 70,969.22 


$1,297,661.60 
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The consolidated balance sheets prepared by municipal 
accounting ojficers may vary from the form presented here- 
with. The assets and liabilities of the various groups may 
be stated separately. Fimd resources and appropriations 
may be intermingled with the assets and liabilities. Another 
presentation calls for the separation of real and contingent 
accounts, real assets and real liabilities being shown sepa- 
rately from the contingent assets and contingent liabilities, 
the contingency items consisting of bond appropriation and 
encumbered general appropriation balances offset by fimd 
resources such as bonds unissued and special revenue 
requirements. 


QUESTIONS AND PROBLEMS 
(a) Questions 

1. Contrast the general fund and capital fund groups of 
accounts employed in the accounting system of a municipality. 

2. Define and distinguish: 

(0) Unencumbered balances and budget authorizations. 

(6) Appropriations and reserve for contracts. 

(c) Current account balance sheet; capital account balance 

sheet; fund balance sheet. 

(d) Unapplied net cash balance and available balance. 

(e) Taxes receivable and tax abatements. 

3. Indicate whether the following accounts are proprietary or 
fund (budget) accounts, and their corresponding account in the 
other group, if any; also whether they are used in the general 
fund, capital fund, trust fund, or sinking fund division of the 
activities of the city: 

(а) Loans authorized and unissued. 

(б) Sinking fund cash. 

(c) Reserve for depreciation on permanent properties. 

(d) Current taxes receivable. 

(e) Reserve for tax abatements. 

(/) Warrants payable. 

(gf) Unapplied balance. 

(h) Reserve for contracts. 

(1) Appropriations. 

(J) Bonded indebtedness outstanding. 
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4 . Wliat are the purposes of the budget accounts of a munici- 
pality? 

5 . What is the purpose of a consolidated municipal balance 
sheet? How should it be prepared or arranged? 

6. Contrast private and municipal accounting. 

7. Journalize the following transactions placing the proprietary 
and budgetary entries in parallel columns; 

(1) An improvement project was estimated to cost $193,000. 

(2) Voters authorized a bond issue of $200,000 and an 

appropriation was made to cover the estimated cost. 

(3) Contracts let totaled $187,500. 

(4) Bonds were sold at 101. 

(5) Warrants issued against contracts, $185,000. 

(6) Unexpended balance of contracts was canceled. 

(7) Other expenses, not contractual, but for improvement 
in progress, totaled $8,000, and warrants were issued 
to cover same. 

(8) Warrants paid totaled $189,300. 

8 . Contrast the purposes of financial (proprietary) Counting 
and budget (fund) accounting. 


(b) Problems 


1. The City of Arkantex supplied the following information for 
the year: 


General Fund 


1. Account balances January 1: 

Reserve for tax abatements $1»200 

Delinquent taxes 18,641 

Cash., 35,872 

Warrants payable 15|190 

Reserve for. contracts 4,387 

Reserve for open market orders 1,323 

Available balance 18,641 

Unapplied (net cash) balance 20,682 

Surplus revenue 32,413 


2. Authorized appropriations $227,700, including $6,600 reserve for tax 
abatem^ts and $25,000 for sinking fund requirements. 

3. Estimated miscellaneous revenue $12,400; amount appropriated from 
surplus revenue $10,000; balance to be raised by taxation. 

4. Taxes levied as per tax duplicates, $198,600. 

6. The city treasurer reported collections as follows: 


Taxes, current year $184,590 

Miscellaneous revenue 13,100 

Delinquent taxes 13,51 1 
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6. Taxes abated: 

Current $5,060 

Delinquent 1,130 


7. Contracts authorized, $156,950; Purchase orders issued, $29,235. 

8. Warrants issued: 

For contracts $157,490, charge current expenses. 

For open market orders $29,491, charge current expenses. 

For sinking fund $25,000. 

9. Warrants paid, $195,127. 

Prepare: 

1. Entries for proprietary and fund accounts of the general 

fund group. 

2. Closing entries. 

3. Balance sheets as of December 81: 

(a) Proprietary accounts. 

(b) Fund accounts. 

2. Prepare in journal entry fonn the entries necessary to record 
the following transactions on the hooks of a municipality. Give 
an explanation for each, indicating whether it is a proprietary or 
a budget entry. 

(1) At a special election the voters authorized the issuance of school bonds 
in the amount of $1,000,000. 

(2) The bonds were sold at par. 

(3) Contracts were let for the building of new schools, totaling $900,000. 

(4) Warrants in the amount of $800,000 were issued on account of con- 
tracts completed. 

(5) Warrants were paid totaling $700,000. 

3. The following information concerns the operation of the 
general fund of Wharton City for the past year: 


(1) Estimated tax revenues $1,344,780 

Estimated miscellaneous revenues 183,851 


$1,528,631 


(2) Authorized appropriations were: 

General Government $124,680 

Dept, of Public Safety 610,822 

Dept, of Streets and Public Property 629,708 

Dept, of Public Health 31t380 

Commissioners of the sinking fund 83,291 

Reserve for tax abatement 48,750 


$1,528,631 
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(3) The tax duplicates showed total taxes of $1,844,750. 

(4) The following cash receipts were reported by the city treasurer: 

Taxes $1,274,200 

Miscellaneous revenues 184,051 

(5) Taxes remitted and abated 44,755 

(6) Contracts were authorized for the following departments: 

General Government $3,105 

Public Safety 14,207 

Streets and Public Property 403,100 

Public Health ; 1,635 


$422,047 


(7) Purchase orders for the following departments were issued: 


General Government $57,083 

Public Safety 56,662 

Streets and Public Property : 00,315 

PubUc Health. 8,563 


$213,523 


(8) Warrants were issued as follows: 

For contracts $301,823 

Open market orders 202,500 

Payroll General Government 63,001 

Pa 3 rroll Dept, of Public Safety 538,601 

Payroll Dept, of Streets and Public Property 120,150 

Pa 3 rroll Dept, of Public Health 26,561 

Commissioners of the sinking fund ^ 83,201 


$1,434,027 


Above warrants were charged as follows: Sundry assets $416,800; sinking 
fund expenses $83,201; current expenses $034,836. 

(0) Warrants paid amounted to $1,202,031. 

(10) A threatened appropriation deficit in the Department of Public 
Health was met by transferring $5370 to this department from the Depart- 
ment of Streets and Public Property. 

(11) Sundry assets were transferred to the equipment account ip the 
capital fund group of accounts. 

1 Transfer from the general fund to sinking ftmd for sinking fond purposes. 
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Prepare: 

1. Entries in journal form for the proprietary accounts 

and for the fund accounts of the general fund groups. 

2. Closing entries. 

3. Balance sheets of proprietary and fund accounts. 

4. To illustrate further the operation of the appropriation 
ledger of the City of Wharton, the following information is given 
relative to the Department of Public Safety. Fill in the last 
column with the unencumbered balance of appropriations for each 
bureau in the department and for each item in the Police Bureau. 


Ddpabtmbnt of Public Safbtt 


Bureau \ 

Appropri- 

ation 

Con- 

tracts 

Author- 

ized 

Pur- 

chase 

Orders 

Pay- 

roll 

^ ^ Unencum* 
bered 

rants . 

^ Api^pn. 
ations 

Director 

$10,600 


$260 

$10,360 

$10,600 

Police 

831.600 

$6,100 

10,003 

314,900 

321,600 

Fire 

109,422 

6,600 

36,240 

168,601 

194.206 

Electrioal 

16,200 

2,607 

2,407 

11,160 

16,000 

Building Inspector 

16,000 


200 

15,800 

16,990 

Steam Eng. and Boiler Insp. . . . 

8,800 


200 

8,600 

8,660 

Elevator Inspection i 

7,000 


100 

6,900 

6,970 

Maintenance and Repairs 

21,200 


8,262 

12,500 

17,200 


$610,822 

$14,207 

$66,662 

$538,601 

$591,116 


The details of the status of the appropriation to the Bureau of 
Police are as follows: 


Bubbau of Foucb 




Con- 

Pur- 


_ Unenoum- 

. bered 

rants . 

ations 

Account 

Appropri- 

tracts 

chase 

Pay- 

ation 

Author- 

Orders 

roU 

• 


ized 

Issued 


Salary: 






Supt 

$8,000 



$8,000 

$8,000 

Asst. Supt 

6,000 



6,000 

6.000 

Clerks (6) 

10,200 



10,160 

10,160 

Captains (2) 

7,200 



'7,200 

7,200 

Lieutenants (4) 

12,000 



12,000 

12,000 

Sergeants (10) 

23,000 



22,925 

22,926 

Detectives (4) 

8,400 



8,400 

8,400 

Patrolmen — 1st Class (100).. 

190,000 



190,000 

188,490 

2nd Class (29) . . 

46,400 



46i260 

46,100 

Maintenance of Motor Vehicles 

8,000 


$6,486 

2,326 

6,140 > 

Uniforms 

6,160 

$6,100 



300 

Detectives' Traveling Expenses 

3,160 


3,123 


2,924 

Maintenance of Station Houses 

, 3,100 
1,000 


411 

2,660 

3,011 

Maintenance of Prisoners . . ^ . 


983 


960 


$831,600 

$6,100 

$10,003 

$314,900 

$321,600 
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6. The following are the property account balances on the books 
of the City of Wharton as of the close of the preceding fisc&l year: 

Bonds authorized and unissued $76,000.00 

Cash 70,760.00 

Equipment ^ 620,600 . 00 

Improvements in progress 490,800 . 00 

Permanent bonds 3,120,000.00 

Permanent properties 4,044,600.00 

Reserve for temporary improvement notes 24,000 . 00 

Reserve for contracts 74,760 . 00 

Sinking fund 672,000 . 00 

Surplus 2,030,660.00 

Temporary improvement notes 24,000 . 00 

Unapplied capital cash balance 50,760.00 

Unencumbered balance of bond fund appropriations 28,000.00 

Warrants payable 20,000.00 

Reserve for depreciation 604,000.00 


The following is a summary of. the transactions which took 
place during the current year: 

(1) The voters authorized a $600,000 bond issue for paving of streets; 
Bonds up to^this amount are to be issued as required. 

(2) Contracts amounting to $587,000 were drawn on bids accepted for the 
above project. 

(3) In order to finance immediate construction pending ^e of bonds, 
temporary improvement notes to the amount of $30,000 were sold. 

(4) The $76,000 of bonds authorized last year and $600,000 authorized 
this year were sold over the counter at 98 for cash. 

(5) Invoices amounting to $650,000 were received from contractors and 
audited. Of this amount, $78,000 applied to work commenced last year. 

(6) Warrants were issued to the amount of $673,000 including $54,000 to 
pay off temporary loans. 

(7) Warrants to the amount of $676,000 were paid in cash. 

(8) Improvements started during the past two years and completed this 
year amounted to $1,138,000, and were transferred to permanent properties 
account. 

(9) Reserve for depreciation was credited with $165,000. 

(10) $83,291 was transferred from the general fund to the sinking fund: 

(11) $29,800 interest was earned and revived in cash on the investm^ts 
of the sinking fund. 

(12) Securities in the sinking fund costing $21,000 were sold at a profit 
of $500. 

(13) Bonds amounting to $126,000 were retired through the sinking fund. 

(14) Sundry assets to, the amount of $416,800 were iransferred from the 
general fund group of accounts to the equipment account in the capital fund 
group of accounts. 
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ACC50UNTING FOR SPECIFIC FUNDS 


From the above prepare: 

(o) Proprietary and budgetary entries. 

(6) Resultant balance sheets as of the close of the year. 

6. The balance sheet of Budget City, as prepared by the 
comptrpller as of the close of the fiscal year, is presented herewith: 


Balance Sheet — August 31, 1933 


Assets 

Gash 

$84,352 

38,408 

Liabilities 
WftiTAntfl navablft . . 

$26,210 

Taxes receivable 

Temporary loans (secured 

Assessments receivable . . . 

31,068 

by tax notes) 

25,600 

Sinking fund securities. . . 

36,000 

Bonds payable 

400,000 

Property and equipment. . 

465,000 

Assessment bonds payable 

30,000 

Improvements in progress. 

32,291 

Reserve for depreciation. . 

74,200 


$687,119 

Sinking fund reserve 

Surplus 

40,000 

91,109 

$687,119 


The city is desirous of setting up proper fund accounts in addition 
to the accounts now appearing on its books. No budgetary 
accounts have ever been carried by the city. 

(a) The cash balance of $84,352 contains $3061 of assessment cash, 
$41,329 of capital cash, and $4000 of cash belonging to the 
sinking fund. The balance belongs to the general fund. 

(5) Of the warrants payable, $14,209 represents warrants issued for 
improvements in progress. Balance belongs to general fund. 

(e) Reserve for contracts against improvepients in progress total 
$27,120. No other outstanding contracts exist. 

Prepare balance sheets showing the status of the proprietary 
and the fund accounts in each of the following groups: 

(а) General fund. 

(б) Capital fund. 

(c) Sinking Fund. 

(d) Assessment fund. 
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7. The following are the balance sheets of the City of Maleppa, 
December 31. Prepare consolidated balance sheets. 


Balance SsnssTs — December 31 
General Fund BaUmce Sheet 



Proprietary Accounte 


Assets 

Liabilities 


Caieh 

. $47,309 Warrants payable 

$6,201 

Taxes receivable 

. 25,976 Temporary loans 

Surplus: 

26,600 



Cash over immediate 
demands for cash 

42,108 


Other assets over other 
liabilities 

376 

$73,286 


$73,286 


General Fund Balance Sheet 


Budget Accounte 

Debits Credits 


Unapplied net cash 


Reserve for contracts 

$2,800 

balance 

. . $42,108 

Reserve for temporary 


Available balance 

. . 26,976 

loans 

26,600 



Surplus revenue 

39,684 


$68,084 


$68,084 


Capital Fund Balance Sheet 



Proprietary Accounte 


Assets 


Liabilities 


Cash ; 

$18,629 

Warrants payable 

$6,609 

Property and equipment. . 

603,911 

Bonds payable 

400,000 

Improvements in progress. 

8,380 

Reserve for depreciation . . 

113,700 

Sinking fund 

48,000 

Capital surplus 

68,711 


$678,920 


$678,920 
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Capital Fund Balance Sheet 


Btidget AccourUe 

Debits Credits 

Bonds authorized and Bond fund appropriations. $87,860 

unissued $100,000 Reserve for contracts. .. . 24,260 

Unapplied (net cash) 
balance 12,120 


$112,120 $112,120 


Asaeasment Fund Balance Sheet 
Proprietary Accounta 

Assets Liabilities 

Cadi $7,986 Assessment bonds payable $30,000 

Assessments receivable. . . 26,143 Surplus 4,129 


$34,129 $34,129 


Aaaeaament Fund Bcdance Sheet 


Debits 

Budget Accounta 

Credits 


Unapplied net cash 
balance 

Available balance 

% 

$7,986 

26,143 

Reserve for bonds 

payable 

Surplus 

. $30,000 

4,129 


$34,129 


$34,129 


Sinking Fund Beguirementa Balance Shed 


Debits 


Credits 


Sinking fund requirements 

$1,260 

Reserve to retire bonded 


Unapplied sinking fund 


debt at maturity 

$49,260 

ftftSh 

6,000 



Sinking fund investments. 

43,000 

\ 


: 

$40,260 


$49,260 
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Abandoned Property, 361 
Abatements, 417 

Abstract of Interline Waybills, 344 
Accounting Department — ^Railroads, 
337 

Accounting Records 
Banks 145-157 

Building and Loan Associations, 
24-36 

Department Stores, 262-278 
Fire Insurance, 73-91 
Gas Companies, 327-330 
Life Insurance, 107-117 
Municipalities, 416-446 
Railroads, 375-386 
Stock Brokerage, 213-230 
Accounting Systems, Regulations of, 
208 

Admitted Assets, 63 
Agency Cash Book, 109, 112 
Agency Ledger, 115 
Agency Loss Record, 87 
Afseacy Records, 347 
Agency Reports, 78, 108 
Agents* Journal, 80 
Agents* Monthly Abstract, 76 
Allotment Sheets, 206 
American Experience Table, 103 
Annual Report 

Building and Loan Associations, 
35-39 

InsuzBiioe Companies, 62-09 
Municipalities, 452 
Appropriations, 408 
Assessment Balance Sheet, 422, 449 
Assessments, 424, 426 
Association American Railway Ac- 
counting Officers, 335 


Auditing 

Department Stores, 279-281 
Railroads, 340-364 
Stock Brokerage, 236 

B 

Balance Sheets 
Banks, 164 

Building and Loan Associations, 
37 

Stock Brokers, 236 
Banks, 120-181 
Accounting Records, 145-157 
Balance Sheet, 164 
B^nk and Bankers* Ledger, 154 
Bills Payable Register, 154 
Cash Journal, 154 
Cashier’s Checks, 151 
Cashier’s Check Register, 154 
Certificate of Deposit, 144 
Certificate of Deposit Regist^, 164 
Clearing, 142, 152 ^ 

Clearing Department, 142 
Comptroller’s Call, 1^ 

Corporate Stock Records, 145 
Correspondent Banks, 158-164 
Departments of a Bank, 126 
Depositors* Ledger Accounting, 135, 
145 

Disbursement of Deposits, 132 
Discount Register, 139 
Discount Teller, 150 
Earnings, Report of, 168 
Examinations, 170 
Exchange Department, 144, 151 
Exchanges for Clearing House, 143 
Federal Deposit Insurance Cor> 
poration, 142, 174 
Federal Reserve Bank, 153 
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INDEX 


Banks, Fmancial Records, 146-167 
Functions of, 121-123 
IndiTidual Bookkeeping Depart- 
ment, 134 
Investments, 141 
Investment Ledgers, 154 
Journal, 154 

Loans and Discount Register, 139, 
140 

MaU TeUer, 147 
National Bank Act, 141 
Note Teller, 148 
Officers, 125 
Organization, 123 
Paying TeUer, 133, 162 
Problems, 176-181 
Questions, 175-176 
Real Estate Owned, 142 
Receiving TeUer’s ^ttlement, 146 
Reconcilement of Ojrrespondent 
Accounts, 162 
Reserve Cities, 170 
Reserves, 136, 169, 170 
TeUers’ ^ttlements, 146-154 
Transit TeUer, 153 
Types of Banks, 120 
Voucher Register, 154 
BUI Register, 377 
Blotters, 203, 2ld[~223 
Boar^Room, 184 
Box List, 229 

Branch Office Accounts, 186 
Broker (see Stock Brokerage) 

Budget Accounts, (see Municipalities) 
Budgetary Control, 281 
Building and Loan Associations, 7-54 
Accounting Records, 24-35 
Annual Report, 35-30 
Balance Sheet, 37 
By-laws, 16 

Cash Book, 25, 27-28 , 

Control Accounts, 37 
Dexter Plan, 47-48 
Differ»itiat^ from Oth^ Cor- 
porations, 9 
Dues, 17, 86 
Entrance Fees, 20 
Exp^oees, 23 


Budding and Loan Associations, 
Federal Savings and Loan, 12, 30 
Fines, 17, 22 
Income, 20-23 
Incorporation, 14 
Interest, 17, 21 
Invested Capital Method, 45 
Journal, 26 
Loans, 17, 18 

Memt^rs* Register, 24, 26, 30*31, 
35 

Miscellaneous Income, 23 
Mortgage Loans, 18 
Mortgage Loan Register, 29, 32 
Nature of, 8 

Officers and Directors, 15 
Organization, 14-16 
Partnership Method, 40-43 
Permanent Plan, Type of, 12 
Premiums, 17, 22 
Problems, 60-M 

Profit and Loss Statement, 36, 38 
Profits, Methods of Distributing, 
39-48 

Purposes of, 8, 9 
Questions, 49, 50 
Real Estate, 19 
Real Estate Ledger, 33 
Rice’s Method, 43-44 
RoU Book, 24, 30, 31 
Serial Plan, l^pe of, 11 
Statistics, 7, 11 
Stock Classifications, 13 
Stock Loan, 18 
Stock Loan Register, 29, 83 
Stock Statement, 35, 38 
Traninating Flan, iVpo of» 10, 11 
Treasurer’s Report, 37 
of, 10-13 
By-p^ucts, 316 

C 

Gage Blotter, 216 
Canceled Registration Abstract, 78 
Capital Fund, 419, 440, 442 
Cash Sales, 257 
Cashier’s Checks, 151 
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Caahier's Check Begister, 164 
Certificate of Deposit, IM, 154 
Change Send Sales, 258 
Charge Take With Sales, 258 
Clearing Department — Banks, 142, 
152 

Clearing House, 142, 153 
Clearing House Blotter, 218, 220 
Clearing Securities, 203 
Clearing Teller, 152 
Coal Gas, Manufacture of, 294 
Collection Teller, 151 
Commission Rates, 192 
Commitments, 448 
Comptroller's Call, 168 
C. O. D. Sales, 259 
Co-Insurance, 88 
Conductors' Collections, 354 
Consolidated Balance Sheet, Munici- 
palities, 453 

Consumers' Deposit Ledger, 330 
Consumers, Gas Companies, 321, 323 
Contract Register, 410 
Corporate Stock Records, 145 
Correspondent Accounts, 158 
Cost Accounting, 385 
Customers' Statements — Stock Brok- 
ers, 197-199 

D 

Daily Reports, 73 

Daily Transactions, Stock Brokerage, 
233-235 

Day Branch, 208-211 
Death Payment Cash Book, 111 
Deliver Tickets, 202 
Department Stores, 244r-290 
Accounting Records, 262-278 
Advantages, 244-247 
Auditing, 279 
Auditing Sales, 279 
Budgetary Control, 281 
Cash Books, 278 
Cash Sales, 257 
Cashier's ^port, 277 
Chaige Send Sales, 258 
Charge Take With Sales, 258 


Department Stores, Classification of 
Sales, 255 
C. O. D. S4les, 259 
Delivery Department, 260 
Department Operations, 251-261 
Expense Ledger, 275 
Expenses, 270-276 
Financial Statements, 283 
Functional Expense ClassificatioD, 
276 

Instalment Sales, 259 
Inventory, Retail, 264 ^ 

Invoice Register, 254 
Lay Away, 259 
Management, 247-249 
Mark-down, 265 
Mark-up, 265 
Operating Statement, 283 
Organization, 247 
Paid Send Sales, 256 
Paid Take With Sales, 257 
Problems, 285-290 
Purchase Invoices, 262 
Purchase Orders, 262 
Purchase Register, 263 
Purchases, Accounting for, 252 
Questions, 283 
Retail Inventory, 264 
Retail Inventory Synopsis, 266 . 
Sales, Accoimting for, 255 
Classification of, 255 
Sales Checks, 256 
Sales Summaries, 270 
Statements, 283 
Statistics, 280 
Depreciation, 318, 384 
Dexter Plan, Distribution of Profits, 
47 

Disbursements, Railroad, 357-363 
Discoimt Roister, 139 
Discount Teller, 160 
Discount Tickler, 140 
Discounting and Loaning, 121 
Dividend Record, 114, 232 
Division of Revenue, 346 
Dual Accounting — Stock Brokerage, 
185 

Dues, 17, 36 
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E 

Entrance Fees, 20 
Entries 

Banks, 146-153 
Gas Companies, 317 
Insurance Companies, 116 
Railroads, 381 
Stock Brokers, 104 
Equity Balances, 238 
Examinations, Bank, 170 
Exchange Department, 144 
Exchange Teller, 151 
Exchanges for the Clearing House, 
143 

Ex-Clearing House Blotter, 219, 222 
Expense Ledger 
Department Stores, 275 
Life Insurance, 114 
Municipalities, 429 

F 

Failed to Deliver, 210, 229 
Federal Reserve ]^nk, 163 
Federal Savings and Loan Ass’ns, 12, 
39 

Fines, 17, 22 
Fire Insurance, 55-96 
Accounting Records, 73-91 
Admitted Assets, 63 
Agency Loss Record, 87-88 
Agency Monthly Account Current, 
78 

Agent’s Journal, 80 
Agent’s Monthly Abstract, 76 
Annual Report, 62-69 
Assets, Ledger, 63 
Non-Ledger, 63 
Not Admitt^, 63 
Canceled Registration Abstract, 78 
Capital Required, 59-61 
Cash Book, 89 
Co-insurance, 88 
Daily Reports, 73 
Definition, 56 
Depreciation, 56 
Detail Records, 73 
Earnings, 72 
Exhibits, 64-69 


Fire Insurance, General Books, 89 
General Ledger, 90 
Income and Disbursement State- 
ment, 63, 70 

Insurance Gonunissioner, 58 
Investment of Capital, 60 
Investment of Reserves, 61 
Investment of Surplus, 61 
Ledger Assets, 63 
Loss Record, Agency, 87, 88 
Loss Register, 86 
Mapping Department, 73 
Monthly Abstracts, 78, 85 
Non-ledger Assets, 63 
Organization, 58 
Premiums, 72 
Problems, 94-96 
Questions, 93-94 
Registration Abstracts, 73, 76 
Reinsurance, 72, 82, 83 
Reinsurance Journal, 83 
Reinsurance Registration Abstract, 
82 

Reserve, 91, 92 
Return Premiums, 85 
Risks, 71 

Short Rate, 82, 84 
State Supervision, 58 
Subsidiary Ledgers, 91 
Surplus, Reconcilement of, 70 
Underwriting and Investment Ex- 
hibit, 68-70 

Underwriting Department, 73 
Unearned Premium, 72, 91-93 
Fixed Capital Ledger, 330 
Freight Commodity Statistics, 350 
Freight Revenue, 340-360 
Functional Expense Classification, 
276 

Funding Accounts (see Municipali- 
ties) 

G 

Gas Companies, 291-334 
Accounting for Revenue, 321-826 
Accounting Records, 327-330 
Accounting Systems, R^^ulation of, 
298 
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Gas Companies, Accounts, Classifica- 
tion, 299-309 

By Products, Accoimting for, 316 
Classification of Accounts, 299-309 
Coal Gas, Manufacture of, 294 
Consumers, 321, 323 
Consumers’ Deposit Ledger, 330 
Daily Cash Book, 322 
Depreciation, 318 
Entries, Residuals, 317 
Final Records, Books of, 330, 327 
Fixed Capital Ledger, 330 
Journal, 327 

Journal Entries — Monthly, 328 
Labor Summaries, 313 
Merchandise Revenue, 326 
Meter Readers, 321 
Miscellaneous Revenue, 326 
Monthly Stores Report, 312 
Nature of, 291 
New Construction, 319 
Operating Costs, 310-319 
Operating Expense Ledger, 328 
Original Entry Books, 327 
Payrolls, 313 

Prepajrment Consumers, 323 
Problems, 332-334 
Production Reports, 313 
Property Abandoned, 318 
Questions, 331 
Regular Consumers, 321 
R^^ation of, 298 
Requisitions, 312 
Residuals, 316 

Revenue, Accounting for, 322 
Statistics, 292 
Stores, 311 
Time cards, 313 
Types of, 291 
Uses of Gas, 292 
UtiUty Plant Ledger, 330 
Voucher Register, 311, 327 
Water Gas, Manufacture of, 296 
General Fund — Municipalities, 416- 
431 

I 

Impairment of Reserve Liability, 101 


Income and Disbursement Statement, 
63, 70 

Individual Depositors’ Ledger, 134 
Individuals’ and Companies’ Ledger, 
377 

Insurance (see Fire Insurance; Life 
Insurance) 

Insurance Commissioner, 68 
Interstate Commerce Commission, 
336, 361 

Inventory, Retail, 264 
Invested Capital Method of Profit 
Distribution, 46 

Investment of Insurance Funds; Re- 
strictions, 61, 99 
Invoice Register, 264, 428 
Instalment Sales, 269 

J 

Joint Facility Accounts, 362 
Journal Entries 
Banks, 146-163 
Gas Companies, 328 
Railroads, 381-383 
Stock Brokers, 194-196 

L 

Labor Summaries, 313 
Lay Away, 269 
Ledger Assets, 63 
Ledgers, System of, for 
Life Insurance, 116 
Stock Broker, 224-231 
Level Premium, 106 
Life Insurance, 97-117 
Accounting Records, 107-117 
Accounting System, Chart of, 116 
Agency Cash Book, 109, 112 
Agency Ledger, 116 
Agency Report, 108 
American Experience Table, 103 
Capital, Investment of, 99 
Cash Disbursements, 111-114 
Cash Receipts, 107, 109, 114 
Death Pa 3 nnent, Cash Book, 111 
Dividend Register, 114 
Entries, Illustrative, 116, 117 
Expense Register, 114 
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Life Insunmce, General Cksh Book, 
114 

Impainnent, Reserve Liability, 101 
Investment Ledgers, 116 
Investments, Restrictions, OO-lOO 
Ledgers, System of, 115 
Level Premium, 104, 106 
Life and Fire Insurance Compared, 
97 

Loading, 105 

Loans on Policies Cash Book, 112 
Mortality Table, 103 
Natural Premium, 104 
Organization, 99 
Petty Cash Book, 114 
Policyholders’ Ledger, 109, 115 
Premiums, 102, 105 
Premium Policy Cards, 115 
Problems, 118 
Questions, 117 
Reserve, Investment, 99 
Restriction on Investments, 99, 100 
State Supervision, 99 
Surrender Value, 111 
Unearned Premium Liability, 106 
Loans and Discounts Register, 139 
Loans, Banks, 139 
Building and Loan Association, 17, 
18 

Loans on Policies Cash Book, 112 
Lcmg Purchase, 193 
Loss Register, 86 

M 

Mail TeUer, 147 
Mapping Department, 73 
Margin Cards, 229-231 
Mark-down; Mark-up, 265 
Members’ Roll Book, 24, 31, 35 
Membership, New York Stock Ex- 
diange, 183 

Merchandise and Jobbing Revenue, 
326 

Meter Readers, 321 
Monthly Abstracts, Policies Written, 
78,85 

Mortality Table, 103 
Mortgage Loan, 18 


Mortgage Loan R^pst^, 29, 32 
Municipalities, 397-464 
Abatements, 417 
Accoimting Records, 416-446 
Accounting Requirements, 401 
Accounts, How Classified^ 415 
Annual Report, 452 
Appropriation, 408- 
Assessment Balance Sheet, 422, 449 
Assessments, 424, 426 
Budget, 402, 407 
Budget Accounts, 399-451* 
Budgetary Balance Sheet, 417, 419, 
421 

Capital Fund, 419, 440, 442 
Commitments, 448 
Consolidated Balance Sheet, 453- 
455 

Contract Register, 410 
Definition of, 398 
Expense Ledger, 429 
Funding (see Budget) 

General Fund, 416-431 
Invoice Payable Register, 428 
Journal Entries, 408-426 
Oiganization, 398 
Private vs. Public Accounting, 397 
Problems, 457-464 
Proprietory Accounts, 415 
Purchase Order Register, 410 
Questions, 456 
Sinking Fund, 420, 446, 448 
Specific Fund Accounts, 420, 437 
Statements, 452 
Tax Duplicate, 426 
Temporary Loans, 411 
Trust Fund, 449, 461 
Warrants Register, 435 

N 

National Bank Act, 141 
Natural Premium, 104 ' 

New Construction, Accounting for, 
319 

Night Branch, 201 
Non-Ledger Assets, 63 
Note TeUer, 148 i 

Notice of S^e, 215 
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Operating Expenses, 328, 367-372 
Operating Revenues, 365 , 

Order Book, 214 ^ 

Order Department, 184 
Organization (see imder Banks, Build- 
ing and Loan, eto.) 

P 

Paid Send Sales, 256 
Paid Take With Sales, 257 
PartnersUp, Method of Profit Dis- 
tribution, 40-43 
Passenger Agents’ Reports, 352 
Passenger Revenue, Auditing of, 350- 
360 

Pasring Teller, 133, 152 
Pa 3 rrolls, 313 

Permanent Plan, Type of Building 
and Loab Associations, 12 
Policyholders’ Ledger, 109, 115 
Position Ledger, 225 
Premium Policy Cards, 115 
Premiums, 17, 72 
Prepayment Consumers, 323 
Private vs. Public Accounting, 397 
Problems (see under Banks, Building 
and Loan Associations, etc.) 
Production Reports, 313 
Profits, Methods of Distributing, 39- 
48 

Property, ‘Abandoned, 318 
Proprietary Accounts, 415 
Proprietary Balance Sheets, 416, 431 
Purchase Register, 263, 410 

Q 

Questionnaire — Stock Exchange, 236 
Questions (see under Banks, Building 
and Loan Associations, etc.) 

R 

Railroads, 335-396 
Abandoned Property, 361 
Abstract of Interline Waybills, 344 
Accounting Department, Func- 
tions of, 337 

Accounting Records, 375-386 


Railroads, Accounts, Classification of, 
365-375 

Agency Records, 347 
Agents’ Balance Sheet,^349 
ApportiopmenW-Freight Revenue, 
345 

Apportionment — ^Passenger Rev- 
enue, 355 

Association American Railway Ac- 
counting Officers, 335 
Auditing, 340-364 . 

Bill Register, 377 
Bookkeeping, 375-390 
Capital Accounts, Classification of, 
373-375 
Cash Book, 375 

Classification of Accounts, 365-375 
Clearing Accounts, 383 
Conductors’ Collection, 354 
(Dost Accounting, 385 
Depreciation, 384 
Disbursements, Auditing of, for, 
357-363 

Division of Revenue, 345 
Expenses, Classification of, 367-372 
Financial Statements, 389 
Freight Commodity Statistics, 350 
Freight Revenue, 340-350 
General Ledger, 377 
Individuals’ and Companies’ Ledg- 
er, 377 

Interstate (Dommerce Commission, 
335,361 

Joint Facility Accounts, 362 
Journal, 380 

Journal Entries, Monthly, 381-383 
Labor, Auditing of, 359 
Material, Auditing of, 358 
Operating Expenses, Classification 
of, 367-372 

Operating Revenues, Classification 
365-366 

Operating Statements, 386 
Organization, 336 
Passenger Agents’ Reports, 352 
Passenger Revenue, Auditing of, 
' 350-360 
Problems, 393-396 
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Railroads, Questions, 301 
Retirements, 362 

Reyenues, Classification of, 36&- 
366 

Statements, Interstate Commerce 
Commission Requirements, 
386 

Unusual Costs, 361 
Vouchers Payable Register, 379 
WaybUls, 340 
Receive Tickets, 203 
Receiving Teller, 146 
Reconcilement Correspondent Ac- 
counts, 162 

Real Estate Ledger, 33 
Registration Abstracts, 73, 75 
Regular Consumers, 321 
Regulation of Qas Companies, 298 
Reinsurance, 72, 82 
Re-insurance Journal, 83 
Re-insurance Registration Abstract, 
82 

Reserve ' 

Banks, 136, 169 

Insurance Companies, 91, 92, 99 
Reserve Cities, 170 
Residuals, 316 
Retail Inventory, 264 
Retail Inventory Synopsis, 266 
Retirements, 362 
Return Premiums, 85 
Revenue, Gas Company, 322 
Rice’s Method of Profit Distribution, 
43-44 

Risks, 71 
RoU Book, 24, 30 

t 

8 

Safekeeping, Securities in, 229 
Sales Checks, 256 

Sales, Classification Department 
Stores, 255 
Sales Summaries, 270 
Security Ledger, 225 
Segregated Securities, 229 
Serial Plan, Type of Building and 
Loan Association, 12 
Settlement Prices, 206 


Settlements, Bank Tellers^ 146-153 
Short Rate, 82, 84 
Short Sale, 195 

Sinking Fund, Municipalities,- 420, 
446,448 

Specific Funds, 420, 437 
State Supervision, Insurance Com- 
panies, 58, 99 
Stock Balance Tickets, 203 
Stock Brokerage, 182-243 
Account Balances, 189 
Accounting Records, 213-^9 
Allotment Sheets, 206 
Audit, 236 

Balance Sheet, 236-238 
Blotters, 203, 216-223 
Board Room, 184 
Box List, 229 

Branch Office Accounts, 186 
Bu 3 dng Procedure, 190-195 
Cage Blotter, 216 
Cash Blotter, 216 
Cashier’s Department, 185 
Chart of Accoun;ting Plan, 233 
Clearing House Blotter, 218, 220 
Clearing Securities, 203 
Commission Rates, 192 
Comparison Tickets, 202 
Customers’ Ledger, 229 
Customers’ Statements, 197-199 
Day Branch Clearing Corporation, 
208-211 

Deliver Tickets, 202 
Dividend Record, 232 
Dual Accounting, 185 
Entries, 194-196 
Equity Balances, 238 
Ex-Clearing House Blotter, 219, 222 
Failure to Deliver, 210, 229 
Financing Transactions, 186 
Interest, Calculation, 200 
Journal, 224 
Ledgers, 224, 231 
Long Transaction, 193 
Margin Cards, 229-231 
Membership, 183 
Night Branch Procedure, 201 
Notice of Sale, 215 



INDEX 


473 


Stodc Brokerage, Order Book, 214 
Order Department, 184 
Organization, 184 
Position Book, 225 
Problems, 240-243 
Problems of a Broker, 185 
Purchase and Sale of Securities, 
190-192 

Questionnaire, 236 
Questions, 240 
Receive Tickets, 202 
Securities in Safekeeping, 229 
Securities in Transfer, 229 
Security Ledger, 225 
Settlement Prices, 206 
Short Sale, 195 
Statements, 236 
Statistics, 183 
Stock Balance Tickets, 203 
Stock Clearing Corporation, 201 
Stock Exchange Questionnaire, 
236 

Vault List, 227 

Stock Clearing Corporation, 201 
Stock Exchange Questionnaire, 236 
Stock Loan, 18 
Stock Loan Register, 29, 33 
Stock Statement, 35, 38 
Surrender Value, 111 


T 

Tax Duplicate, 426 
Tellers’ Settlement, 146-154 
Terminating Plan, Building and Loan 
Association, 10, 11 
Transfer, Seciirities in, 229 
Transit Department, 153 
Trust Funds, 449, 461 

U 

Underwriting and Investment Ex- 
hibit, 68-70 

Underwriting Department, 73 
Unearned Premium Liability, 72, 
91-93 

Unusual Costs, 361 
Uses of Gas, 292 
Utility Plant Ledger, 330 

V 

Vault List, 227 
Voucher Register 
Banks, 154 

Gas Companies, 311, 327 
Railroads, 379 

W 

Warrants Register, 435 
Water Gas, Manufacture of, 295 
Waybill, 340 










